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FINANCIAL SERVICES AND GENERAL 
GOVERNMENT APPROPRIATIONS FOR 2014 


Tuesday, March 5, 2013. 

OFFICE OF THE TREASURY INSPECTOR GENERAL FOR 
TAX ADMINISTRATION 

WITNESS 

HON. J. RUSSELL GEORGE, TREASURY INSPECTOR GENERAL FOR TAX 
ADMINISTRATION 

Mr. Crenshaw. This is the first meeting of the Financial Serv- 
ices and General Government Subcommittee of this year’s Con- 
gress, and we have a lot of work to do. I served on this Sub- 
committee in the 111th Congress, and, at the time, Mr. Serrano 
was the chairman. We have some new members, and I am glad to 
be back, and I am honored to be asked to be the chair of this im- 
portant Subcommittee. So I want to welcome Mr. Quigley, who is 
a new member. I think Ms. Kaptur is a new member as is Ms. Her- 
rera-Beutler. And we have got returning members Mr. Bonner, Mr. 
Diaz-Balart, Mr. Graves, Mr. Yoder, Mr. Womack, and Mr. Pastor. 

One of the things that we will do as we begin is finish up some 
of the work we have got to do for the 2013 Appropriations Bill. As 
you all know, we got a lot of challenges as we start 2014 as appro- 
priators, and I think most of us recognize that a continuing resolu- 
tion is probably not the best way to run the railroad. But that is 
where we are. In the last session of Congress, we had to deal with 
2011-2012, and if you all will remember, we actually reduced 
spending by $95 billion, which has not been done in about 50 years. 
By 2013, because the Senate did not pass any of their bills through 
the Senate floor, we have not finished our work for 2013. And, as 
you know, on March the 27th, the continuing resolution runs out, 
and hopefully later this week, at least on the House side, we will 
try to provide for the funding for the rest of this year. And I hope 
that we get back to regular order. 

It is also compounded this year by the fact that the sequester 
kicked in last Friday, and $85 billion was taken out of the 2013 
spending bill. I think as appropriators, number one, we would rath- 
er see the appropriation process work, where you have hearings 
like this and where we conduct oversight, where we mark up bills, 
take them to full committee, have amendments, go to the House 
floor under an open rule, and see legislation passed, and then con- 
ference with the Senate. That is the right way to run the railroad, 
and I think when you are talking about making cuts, the sequester 
is not a very good way to do that when you just have across-the- 
board kind of meat-ax-type approach. I think we would all agree 

( 1 ) 
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that it is better to conduct our business like we do. Sometimes we 
spend more money on important programs and we spend less 
money on less important programs, and that is the right way to do 
it. But that is where we find ourselves. And in 2014, it is com- 
pounded by the fact or complicated by the fact that we do not have 
a budget from the administration yet, so we hope that we will get 
that sooner than later. 

But I thought rather than just sitting around waiting, that we 
would have some hearings and have Inspector Generals come in 
and talk to us about things. We will hear from the Judiciary, be- 
cause they are not under the oversight of 0MB. And then, when 
we get the budget from the White House, we will have hearings 
with some of the agencies, as time permits. So that is where we 
find ourselves. 

Just a couple of housekeeping comments for you all. We are 
going to try to start on time. I would like to observe the five-minute 
rule, where everybody can ask questions and make comments, but 
keep those to about five minutes, so everybody will have a chance 
to ask questions. I am sure we will have time to go around the 
room and have more than one series of questions, but let’s work on 
that. Also, our witnesses, we encourage them to keep their com- 
ments short and sweet so that we can all do the things we need 
to do. It is my intention to recognize people in the order in which 
they arrived, who was here when the meeting started. We will go 
back and forth based on seniority, and when people straggle in 
late, we will recognize them based on when they arrived. So that 
is kind of where we are now. 

Before we hear from our witness today, I would like to recognize 
Mr. Serrano, and by the way, a special welcome to him, because 
he has been either the chairman or the ranking member of this 
Subcommittee ever since it was first started. And so that means ei- 
ther it is a young Subcommittee or an old guy. Mr. Serrano. 

Mr. Serrano. Thank you, Mr. Chairman. Let me first do some- 
thing totally, somewhat out of order, and that is to congratulate 
you on your chairmanship. I know you banged the gavel once but 
that did not count. 

Mr. Crenshaw. Okay, I will again. 

Mr. Serrano. Now it counts. And I know how exciting it is to 
be a cardinal, especially this week. You should be in Rome, seeing 
what you can do. I was a cardinal; I am now an archbishop, I 
guess, or a bishop. This Subcommittee, under your leadership, can 
accomplish great things because it is a Subcommittee where, when 
you look at the budget and the allocation, it may not be as large 
as other committees, but oh, my God, does it have issues to deal 
with. And it is through this Subcommittee that people that support 
certain programs and others oppose those same programs can move 
to work on those. Many people do not identify, for instance, 
Obamacare with a Subcommittee, as it is here where some folks 
have tried, and I am sure may try in the future to defund it, if you 
will. We oversee the District of Columbia, and it is there where 
people deal with a lot of social issues, rather than deal with just 
our role. And, for me, that has always been a very, somewhat a 
touchy, if not, at times, an emotional issue, because I was born in 
an American territory and I probably was the first chairman of a 
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committee who said I wanted to give up power; I did not want to 
have more power over the seat, I wanted to have less, to where 
some of my colleagues said, “No, that is not how politics is.” But 
I lived with it well. 

But I want to congratulate you. I know that you are a serious 
member of Congress; the years that you have been on the com- 
mittee you have served well, and I know that with very little effort, 
you and I can be good partners. And I totally agree with you that 
what is missing from the appropriations process is regular order. 
I have no problems with having a bill come on the floor; I do not 
have a problem if it takes seven days to do that bill as long as it 
gets done. In fact, I was a Democrat that always opposed when 
Democrats would agree on a rule, then say we are going to debate 
this appropriations bill for five hours, and then would ask unani- 
mous consent to bring it down to an hour. I would say, “No, what 
is wrong with just debating and debating and debating? That is 
what democracy is about and that is what makes us different.” And 
so we may disagree but we do not have to be disagreeable, and you 
have my support as your ranking member. 

Mr. Crenshaw. Well, thank you very much. And by the way, I 
know there are a lot of controversial issues that we will face, but 
when I was chairman of the legislative branch subcommittee, I re- 
duced the office accounts for all the members. 

Mr. Serrano. You became very unpopular. 

Mr. Crenshaw. That is right. So I can handle all this stuff. And 
I know that we are not going to agree on all the issues that face 
us, but one thing I know for sure is that we are going to respect 
the witnesses, respect each other, and hear from everybody. So 
today we are pleased to have Treasury Inspector General for Tax 
Administration, Russell George. He is going to share his observa- 
tions about the economy and the efficiency of the IRS. I want to 
welcome him and let you all know that the IRS is the largest 
Treasury bureau, and TIGTA is the largest of the three Treasury 
Inspector Generals, so we look to you for some wise counsel. I 
would like to recognize you to make an opening statement; you can 
maybe limit those remarks, but certainly feel free to submit any- 
thing you would like for the record. So the floor is yours. 

Mr. George. Thank you, Mr. Chairman. I appreciate the invita- 
tion to be here. Chairman Crenshaw, Ranking Member Serrano, 
members of the Subcommittee, once again, thank you for the oppor- 
tunity to provide my views on the Department of the Treasury and 
Internal Revenue Service as it administers the tax code. As you 
noted, the Treasury Inspector General for Tax Administration, 
which is commonly known as TIGTA, provides oversight of the na- 
tion’s system of tax administration, and as I reported last year, the 
IRS faces a significant number of challenges in its efforts to admin- 
ister the code. 

Once again, the Tax Gap, the difference between the amount 
that the taxpayer is estimated to owe and what they voluntarily 
and timely pay in a tax year, remains a serious challenge for the 
IRS. 

Despite an estimated voluntary compliance rate of 83 percent, 
the most recent IRS assessment is that the gross Tax Gap equates 
to approximately $450 billion each year. 
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Every year, more than one half of all taxpayers pay someone else 
to prepare their Federal tax returns. During the 2012 filing season, 
the IRS processed approximately 70 million individual Federal in- 
come tax returns which were completed by paid tax return pre- 
parers. Given the importance of paid preparers to the tax system, 
the IRS began implementing reforms to improve oversight of the 
return preparer community. However, as you may be aware, most 
of these changes have been put on hold by a Federal district court 
ruling. 

Furthermore, I remain very concerned about the amount of 
fraudulent refunds associated with identity theft, and the IRS’s ef- 
fectiveness in providing assistance to victims of identity theft. The 
inadequate processes used by the Service in this area are quite 
troubling. Despite making some progress on the issue, the IRS is 
still challenged in detecting and preventing identity theft. As 
TIGTA previously noted, the IRS could issue approximately $20 bil- 
lion in fraudulent income tax refunds over the next five years. 

IRS-administered refundable tax credits remain vulnerable to 
noncompliance, including incorrect or erroneous claims caused by 
taxpayer error or resulting from fraud. Repeated reviews of these 
credits concluded that the IRS does not have effective processes to 
ensure that claimants qualify for these credits. In fact, the IRS es- 
timates that it has made over $100 billion in improper payments 
over the last 10 years on many of these credits. 

As I also reported last year, demand for taxpayer assistance con- 
tinues to rise while resources have decreased, thereby affecting the 
quality of customer service the IRS is able to provide. While the 
IRS does provide various options for taxpayers seeking assistance, 
most still rely on the telephone to contact the Service. With any in- 
crease in calls, there is a corresponding increase in the delay of 
reaching an IRS representative, and, ultimately, getting the help 
the taxpayer needs. Each year, more taxpayers also seek assistance 
from one of the IRS’s 397 walk-in offices known as Taxpayer As- 
sistance Centers. The IRS assisted almost 7 million taxpayers in 
Fiscal Year 2012; however, the IRS plans to help 15 percent fewer 
taxpayers at these centers in the current fiscal year due to resource 
concerns. 

Lastly, the Affordable Care Act contains an extensive array of 
tax law changes that will present many challenges for the IRS. 
These include incentives and tax credits to individuals and busi- 
ness to offset health care expenses. They also impose new taxes 
and penalties administered through the tax code. In June of 2012, 
my office issued a review that concluded that the IRS had appro- 
priate plans to effectuate tax-related provisions of the health care 
law. We will continue to closely monitor the IRS’s actions to imple- 
ment this legislation. The IRS estimates that at least 50 provisions 
will either add to or amend the tax code, and at least eight will 
require it to build entirely new processes that do not currently 
exist within the tax administration system. 

Chairman Crenshaw, Ranking Member Serrano, members of the 
Subcommittee, thank you for the opportunity to share my views. I 
look forward to your questions. 

[The information follows:] 
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TESTIMONY OF 

THE HONORABLE J. RUSSELL GEORGE 
TREASURY INSPECTOR GENERAL FOR TAX ADMINISTRATION 
before the 

COMMITTEE ON APPROPRIATIONS 
SUBCOMMITTEE ON FINANCIAL SERVICES AND 
GENERAL GOVERNMENT 
U.S. HOUSE OF REPRESENTATIVES 

“Oversight Hearing - Department of Treasury” 

March 5, 2013 

Chairman Crenshaw, Ranking Member Serrano, and Members of the 
Subcommittee, I thank you for the opportunity to testify on our recent work related to the 
most significant challenges currently facing the Internal Revenue Service (IRS), as well 
as on the Treasury Inspector General for Tax Administration’s (TIGTA) Fiscal Year 
(FY)^ 2013 budget request. 

TIGTA is a nationwide organization located in 68 offices throughout the United 
States and Puerto Rico. We are statutorily mandated to provide independent audit, 
investigative, and inspection and evaluation services necessary to improve the quality 
and credibility of IRS operations, including the oversight of the IRS Chief Counsel and 
the IRS Oversight Board. TIGTA’s oversight activities are explicitly designed to identify 
high-risk systemic inefficiencies in IRS operations and to investigate exploited 
weaknesses in tax administration. TIGTA’s role is critical to providing the American 
taxpayer with assurance that the approximately 92,500 IRS employees who collect over 
$2.1 trillion in tax revenue each year, process over 147 million individual tax returns, 
and issue $333 billion in tax refunds, do so in an effective and efficient manner while 
minimizing the risks of waste, fraud, or abuse. 

TIGTA’s Office of Audit (OA) reviews all aspects of the IRS tax administration 
system and provides recommendations to: improve IRS systems and operations, 
ensure the fair and equitable treatment of taxpayers, and prevent and detect fraud, 
waste, and abuse. OA places audit emphasis on statutory coverage required by the 
IRS Restructuring and Reform Act of 1998 (RRA 98),^ the American Recovery and 


’ A 12-consecutive-month period ending on the last day of any month, except December. The Federal 
Government’s fiscal year begins on October 1 and ends on September 30. 

^ Pub. L. No. 105-206, 112 Stat. 685. 1998 (codified as amended in scattered sections of 2 U.S.C., 

5 U.S.C. app., 16 U.S.C., 19 U.S.C., 22 U.S.C., 23 U.S.C., 26 U.S.C., 31 U.S.C., 38 U.S.C., and 
49 U.S.C.). 
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Reinvestment Act of 2009,^ and other laws, as well as areas of concern to Congress, 
the Secretary of the Treasury, the Commissioner of the IRS, and other key 
stakeholders. These reviews have covered such high-risk issues as identity theft, 
refund fraud, improper payments, information technology, security vulnerabilities, 
complex modernized computer systems, tax collections and revenue, and waste and 
abuse in IRS operations. 

TIGTA's Office of Investigations (Ol) protects the integrity of the IRS by 
investigating allegations of IRS employee misconduct, external threats to employees 
and facilities, and attempts to impede or othentvise interfere with the IRS’s ability to 
collect taxes. Misconduct by IRS employees manifests itself in many ways, including 
extortion, theft, taxpayer abuses, false statements, financial fraud, and identity theft. 

Ol places the highest priority on its statutory responsibility to protect 
approximately 92,500 IRS employees located in over 670 facilities nationwide, in the 
last three years, threats directed at the IRS have become a larger percentage of Ol’s 
work. Physical violence, harassment, and intimidation of IRS employees continue to 
pose significant challenges to the implementation of a fair and effective system of tax 
administration. Ol is committed to ensuring the safety of IRS employees and the 
security of IRS facilities. 

For FY 2012, TIGTA has recovered, protected, and identified monetary benefits 
totaling $22.7 billion, including cost savings, increased revenue, revenue protection, and 
court-ordered settlements in criminal investigations. 

OVERVIEW OF THE STATUS OF THE IRS’S FY 2013 BUDGET REQUEST 

The IRS is the largest component of the Department of the Treasury and has 
primary responsibility for administering the Federal tax system. The IRS’s budget 
request supports the Department of the Treasury’s goals to pursue comprehensive tax 
and fiscal reform and to increase voluntary tax compliance. The IRS strives to enforce 
the tax laws fairly and efficiently while balancing service and education to promote 
voluntary compliance and reduce taxpayer burden. The IRS's role is unique within the 
Federal Government in that it collects the revenue that funds the Government and 
administers the Nation’s tax laws. It also works to protect Federal revenue by detecting 
and preventing the growing risk of fraudulent tax refunds and other improper payments. 


^Pub. L No. 111-5, 123 Stat. 115.2009. 


2 



8 


TIGTA has reported on the IRS’s efforts to shift resources to work cases of high risk, 
rapidly growing fraud and abuse.^ 

FY 2014 IRS Budget 

As of March 5, 2013, the President had not submitted the IRS’s FY 2014 budget 
to Congress. In addition, the IRS does not have an approved budget for FY 2013 and is 
operating under a Continuing Resolution with funding based on its FY 2012 enacted 
budget. 

Comparison of FY 2013 Budget to FY 2012 Budget 

For FY 2013, the IRS requested appropriated resources of $12.8 billion. The 
total appropriations request is an increase of $945 million, or approximately eight 
percent more than the FY 201 2 enacted level of approximately $1 1 .8 billion. The 
budget request includes a net staffing increase of more than 4,500 full-time equivalents 
(FTE),® to a total of 95,257 appropriated FTEs. 

In its FY 2013 budget request, the Administration sought to increase funding over 
FY 2012 enacted operating levels for three of the appropriations accounts. These 
increases ranged from one (1) to 13 percent (see Figure 1). 


’’ TIGTA, Ref. No. 2012-40-050, Most Taxpayers Whose Identities Have Been Stolen to Commit Refund 
Fraud Do Not Receive Quality Customer Service (May 2012); and TIGTA, Ref No. 201 1 -30-1 1 8 , The 
2009 Offshore Voiunlary Disclosure Initiative Increased Taxpayer Compliance, but Some Improvements 
Are Needed (Sep. 2011). 

’ A measure of labor hours in which one FTE Is equal to eight hours multiplied by the number of 
compensable days in a particular fiscal year. 
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Figure 1 


[RS FY 2013 Budget Request Increase 
Over FY 201 2 Enacted Budget 
(in Thousands) 



FY20i2 

Enacted 





Taxpayer Services® 

$2,239,703 

$2,253,133 

$13,430 

0.60% 

Enforcement 

$5,299,367 

$5,701,670 

$402,303 

7.59% 

Operations Support 

$3,947,416 

$4,476,200 

$528,784 

13.40% 

Business Systems 
Modernization 

$330,210 

$330,210 

$0 

0% 

Total Appropriated 
Resources 

$11,816,696 

$12,761,213 

$944,517 

7.99% 


Source: TIGTA analysis of IRS's FY 2013 Budget Request, Operating Level Tables. 


The three largest appropriations accounts are Taxpayer Services, Enforcement, 
and Operations Support. The Taxpayer Services account provides funding for 
programs that focus on helping taxpayers understand and meet their tax obligations, 
while the Enforcement account supports the IRS's examination and collection efforts. 
The Operations Support account provides funding for functions that are essential to the 
overall operation of the IRS, such as infrastructure and information services. Finally, 
the Business Systems Modernization account provides funding for the development of 
new tax administration systems and investments in electronic filing. 

The Patient Protection and Affordable Care Act of 2010^ and the Health Care 
and Education Reconciliation Act of 2010® that made amendments to it (hereinafter 
collectively referred to as the ACA) contains an extensive array of tax law changes that 
will present many challenges for the IRS in the coming years. While the Department of 
Health and Human Services will take the lead in developing the policy provisions of the 
Act, the IRS will administer the law’s numerous tax provisions. The IRS estimates that 
the ACA includes approximately 50 tax provisions and at least eight will require the IRS 


‘ In FY 2012, administrative resources for the Health Coverage Tax Credit were moved to the Taxpayer 
Services appropriation under the Consolidated Appropriations Act of 201 2 (Public Law 1 1 2-74) and are 
no longer funded as a separate appropriation. 

^ Pub. L. No. 1 11-148, 124 Stat. 119. 2010 (codified as amended in scattered sections of the U.S. Code), 
as amended by the Health Care and Education Reconciliation Act of 201 0, Pub. L. No. 111-152, 124 Stat. 
1029. 

“Pub. L. No. 111-152, 124 Stat. 1029. 2010. 
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to build new computer applications and business processes that do not exist within the 
current tax administration system. 

In FY 2012, the IRS received $299 million from the Health insurance Reform 
Implementation Fund (HIRIF) to fund an additional 667 FTEs. The HIRIF is 
administered by the Department of Health and Human Services as provided for in the 
Health Care and Education Reconciliation Act of 2010 to carry out the ACA. This 
funding was in addition to the funding received by the IRS based on its enacted budget. 
The IRS’s FY 2013 budget request includes no FTEs directly funded by the Department 
of Health and Human Services. The IRS informed TIGTA that it does not expect any 
additional funding from the HIRIF. 

ACHIEVING PROGRAM EFFICIENCIES AND COST SAVINGS 

The IRS FY 2013 budget request also assumes that efficiency savings will result 
in a net reduction of $71 million and an associated reduction of 614 FTEs for FY 2013. 
The three largest areas of cost savings include almost $60 million in program reductions 
(a 437 FTE decrease), approximately $3 million in a reduction of non-technical travel 
and non-case related travel, and approximately $9 million in savings from increased 
electronic filings (a 1 77 FTE decrease). 

As stated earlier, the IRS’s FY 2013 Continuing Resolution is based on its FY 
2012 enacted budget. However, the FY 2012 budget was reduced over $300 million 
from FY 201 1 . To meet the lower budget in FY 201 2, the IRS reduced its administrative 
costs, accepted early outs and buy outs for more than 1 ,600 employees, and made 
difficult decisions in taxpayer service and enforcement operations. 

Given the current economic environment and the increased focus by the 
Administration, Congress, and the American people on Federal Government 
accountability and efficient use of resources, the American people must be able to trust 
that their Government is taking action to stop wasteful practices and ensure that every 
tax dollar is spent wisely. 

While the IRS has made progress to improve program effectiveness and reduce 
costs, TIGTA identified other opportunities for efficiencies and cost savings; 
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• The IRS can reduce its office space needs by almost 1 million square feet, 
resulting in potential rental savings of over $100 million over five years, by 
establishing a policy requiring employees who telework to share workstations.^ 

• The IRS can improve the efficiency of its servers. Specifically, approximately 
650 IRS servers could be candidates for replacement with virtual servers. If the 
servers are added to the virtual environment and not replaced with new physical 
servers, the IRS could save approximately $7.26 million in equipment costs and 
approximately $470,000 over five years in electrical cost.’° 

• The IRS paid over $1 million during FY 201 1 for 13,878 aircards and 

754 BlackBerrys that were not used for periods of three months to one year. 
Overall, process improvements could result in cost savings totaling 
approximately $5.9 million over five years. 

• The IRS was not always fully reimbursed for services it provides to other Federal 
Government agencies. Specifically, we identified more than $28 million in costs 
incurred by the IRS in FY 201 1 that were not reimbursed. As a result, the IRS 
funded this work using its own operating budget, thereby reducing funds 
available for tax administration.’^ 

• The IRS's cybersecurity and privacy governance board did not take actions to 
manage delays on its workstation security monitoring project. This project was 
originally supposed to be deployed in December 201 0. However, the project 
experienced delays and the board allowed contractor support services of over 
$1 million to be incurred from December 2010 to April 2012. The new 
deployment date is scheduled for May 201 3. The board knew of these delays, 
but did not postpone the project's activities and use its resources more 
efficiently,’^ 


® TIGTA, Ref. No. 2012-1 0-1 00, Significant Additional Real Estate Cost Savings Can be Achieved by 
impiementing a Teiewodc Workstation Sharing Strategy (Aug, 2012). 

TIGTA, Ref. No. 2012-20-029, Virtual Server Technology Has Been Successfully Implemented, but 
Additional Actions Are Needed to Further Reduce the Number of Servers and Increase Savings (Mar. 
2012 ), 

” TIGTA, Ref. No. 2013-10-010, Inadequate Aircard and Blackberry Assignment and Monitoring 
Processes Result in Millions of Dollars in Unnecessary Access Fees (Jan. 2013). 

TIGTA, Ref. No. 2012-1 0-076, The Full Costs of Work Performed on Reimbursable Agreements Are 
Not Always Charged, Resulting in Reduced Funds Available for Tax Administration (July 2012). 

TIGTA, Ref. No. 2013-20-016, Significant Delays Hindered Efforts to Provide Continuous Monitoring of 
Security Settings on Computer Workstations (Jan. 2013). 
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• The IRS may have erroneously paid almost $1 million in Recovery Act funding for 
labor charges to contractors in Calendar Year 201 1 without examining supporting 
documentation.’'* 

• The IRS inefficiently spent $1 .2 million on a contract to conduct physical security 
vulnerability assessments at 669 IRS facilities nationwide. IRS management 
instructed the contractor to perform services that were lesser in scope than 
required by the original contract and did not provide the contractor access to all 
of the facilities or information necessary to complete a report outlining the IRS’s 
overall security posture. As a result, an independent risk assessment of facility 
physical security was not performed in compliance with contract requirements. In 
fact, the contractor declined to provide a validation of the acceptability of the 
IRS’s security posture at these facilities.’® 

SELECTED SIGNIFICANT ISSUES FACING THE IRS 

In this section of my testimony, I will examine several of the most significant 
challenges now facing the IRS as it administers the Nation’s tax laws, as the 
Subcommittee has requested. 

IRS TAX GAP 

A serious challenge confronting the IRS is the Tax Gap, which is defined as the 
difference between the estimated amount taxpayers owe and the amount they 
voluntarily and timely pay for a Tax Year (TY). The most recent gross Tax Gap 
estimate developed by the IRS was $450 billion for TY 2006. In comparison, the gross 
Tax Gap was estimated at $345 billion for TY 2001 . The $450 billion Tax Gap estimate 
for 2006 is the best approximation of noncompiiance the IRS can provide. However, it 
is important to note that because of the methods that are used, a significant portion of 
the Tax Gap is inferred and not observed. The voluntary compliance rate decreased 
slightly from 83.7 percent in 2001 to 83.1 percent in 2006. Figure 2 shows the IRS’s 
latest Tax Gap Map illustrating the various components of the Tax Gap. 


'■'TIGTA, Ref. No. 2012-11-101, Deficiencies Continue to Exist in Verifying Contractor Labor Charges 
Prior to Payment (Sep. 2012). 

’^TIGTA, Ref. No. 2012-10-075, An Independent Risk Assessment of Facility Physical Security Was Not 
Performed in Compliance With Contract Requirements (July 2012). 
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Figure 2 


Tax Gap “Map" 

Tax Year 2006 ($ billions) 



Irtemal Revenue Service, December 2011 


Reducing the Tax Gap is an IRS priority. For example, in September 2006, the 
Treasury Department's Office of Tax Policy issued a Comprehensive Strategy for 
Reducing the Tax Gap. The 2006 report provided a seven-component strategy for 
reducing the Tax Gap. The components of that strategy are to: 

1 . reduce opportunities for evasion; 

2. make a multi-year commitment to research; 

3. continue improvements in Information Technology; 

4. improve compliance activities; 

5. enhance taxpayer service; 

6. reform and simplify the tax law; and 

7. coordinate with partners and stakeholders. 
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In July 2009, the Treasury Department completed a report on the Tax Gap that 
identified detailed strategic priorities, compliance program accomplishments, planned 
actions and legislative proposals,^® Notwithstanding this well-laid plan, reducing the Tax 
Gap and improving voluntary compliance is an ongoing challenge that requires a multi- 
faceted approach. 

More recently, the Government Accountability Office issued its Tax Gap report,'^ 
stating that because noncompliance has multiple causes and spans different types of 
taxes and taxpayers, multiple approaches are needed to reduce the Tax Gap. Using 
the Government Accountability Office report’s framework, the following strategies could 
help address tax compliance: 

• information Reporting. Enhancing information reporting by third parties to the 
IRS could reduce tax evasion and help taxpayers comply voluntarily. However, 
identifying additional reporting opportunities can be challenging because third 
parties may not have accurate information that is readily available. Also, adding 
reporting requirements creates a burden for both third parties and the IRS. 

TIGTA agrees that access to third-party income and withholding information at 
the time tax returns are processed would encourage voluntary compliance and 
would prevent billions of dollars in fraudulent tax refunds. One opportunity to 
expand information reporting is for the IRS to obtain access to the National 
Directory of New Hires wage information for tax administration purposes. 
Currently, the IRS's use of the National Directory of New Hires is limited by law to 
just those tax returns with the Earned Income Tax Credit. The IRS included a 
request for expanded access in each of its annual budget submissions for FYs 
2010 through 2013. 

• Taxpayer Service. Ensuring high-quality services to taxpayers, such as by 
telephone and correspondence or online, can help encourage those taxpayers 
who wish to comply with tax laws but do not understand their tax obligations. 
However, tax law changes and funding priorities have recently affected the IRS's 
ability to provide quality taxpayer services. 


The Department of the Treasury, “Update on Reducing the Federal Tax Gap and Improving Voluntary 
Compliance.” July 2009. Available at http://wvvw.irs.aov/Pub/ne\wsroom/tax gap report - 
final version. Pdf 

” Government Accountability Office, Ref. No. GAO 12-651T, Tax Gap: Sources of Norjcompllarjce and 
Strategies to Reduce It (Apr. 2012). 
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TIGTA reported that taxpayers are increasing their use of customer assistance 
tools; however, budget cuts and staffing shortages prevented the IRS from 
properly meeting its level of service goals for FY 2012. As a result, taxpayers 
waited longer on the IRS’s toll-free telephone assistance lines. In addition, tax 
return preparation was provided only on a limited number of days per week and 
only on a first-come, first-served basis at Taxpayer Assistance Centers,^® 

• Enforcement. Devoting additional resources to enforcement that enable the IRS 
to contact the millions of potentially noncompliant taxpayers it identifies but 
cannot contact due to resource limitations. To determine the appropriate level of 
enforcement resources, policymakers would need to consider how to balance 
taxpayer service and enforcement activities and how effectively and efficiently 
the IRS currently uses its resources. 

TIGTA’s analysis of the TY 201 0 tax returns processed during the 201 1 Filing 
Season identified that tax fraud by individuals filing fictitious tax returns with false 
income and withholding is significantly larger than what the IRS detects and 
prevents. Using characteristics from those tax returns the IRS identified and 
confirmed as filed by identity thieves, we identified approximately 1 .5 million 
additional undetected tax returns with potentially fraudulent tax refunds totaling in 
excess of $5.2 billion. The IRS estimates that it would cost approximately 
$32 million to screen and verify these additional tax returns.^® 

IRS statistics show that 50 percent of the partnership returns audited after being 
selected by the Discriminant Index Function (DIF) system,^® or related to a DIF- 
selected return, were closed as a no-change in FY 201 1 . The IRS has relied on 
this system to decide how to best allocate its audit resources. According to the 
IRS, a high no-change rate means the IRS is spending a significant amount of 
resources on unproductive audits and compliant taxpayers are unnecessarily 
burdened by audits. TIGTA reported that the IRS should pursue alternative audit 
selection techniques by using existing databases containing partnership data to 
help identify additional productive returns for audit.^^ 


TIGTA, Ref. No. 2012-40-119, The Majority of Individual Tax Returns Were Pmcessed Timely, but Not 
All Tax Credits Were Processed Correctly During the 2012 Filing Season (Sep. 2012), 

TIGTA, Ref. No. 2012-42-080, There Are Billions of Dollars in Undetected Tax Refund Fraud Resulting 
From Identity Theft (July 2012). 

The DIF-system uses computer formulas to classify tax returns for Examination potential by assigning 
weights to certain basic tax return characteristics and scoring the tax return. The higher the score, the 
higher the probability of significant tax change as a result of the examination. 

TIGTA, Ref. No. 2012-30-06, Despite Some Favorable Partnership Audit Trends, the Number of No- 
Change Audits Is a Concern (June 2012). 
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• Compliance Checks. Expanding compliance checks before the IRS issues 
refunds would involve matching information returns to tax returns during, rather 
than after, the tax filing season. This approach would require a major reworking 
of some fundamental IRS computer systems but could help address identity 
theft-related fraud and allow the IRS to use enforcement resources on other 
compliance problems. 

TIGTA reported that the IRS took a number of additional steps for the 2012 Filing 
Season to detect identity theft tax refund fraud before it occurred. These efforts 
included designing new identity theft screening filters that the IRS indicates will 
improve its ability to identify false tax returns before the tax return is processed 
and before a fraudulent tax refund is issued. As of April 19, 2012, the IRS 
reported that it stopped the issuance of $1 .3 billion in potentially fraudulent tax 
refunds as a result of these new filters. 

• External Parties. Leveraging external resources, such as paid tax return 
preparers and whistleblowers, can help improve tax compliance because paid 
preparers’ actions have an enormous impact on the IRS’s ability to effectively 
administer tax laws, and whistleblowers provide the IRS with information on 
suspected noncompliance. 

TIGTA has reported on the IRS’s efforts to improve oversight of the return 
preparer community. While the IRS began implementing the new preparer 
requirements in FY 201 1 , TIGTA reported that it will take years for the IRS to 
implement the Return Preparer Program, including establishing all of the program 
requirements and developing the system(s) and processes necessary to 
administer and oversee the program. However, this program is on hold based on 
a recent court ruling. On January 18, 2013, the United States (U.S.) District 
Court for the District of Columbia ruled that the IRS did not have the authority to 
regulate tax preparers who had not been regulated before — namely preparers 
who were not certified public accountants, attorneys, enrolled agents, or enrolled 
actuaries.^’' On January 23, 2013, the IRS filed a motion to suspend the 
injunction pending appeal. The U.S. District Court for the District of Columbia 
denied the IRS’s motion but clarified that the IRS is not required to suspend the 


TIGTA, Ref. No. 2012-42-080, There Are Billior)s of Dollars in Undetected Tax Refund Fraud Resulting 
From Identity Theft (July 2012). 

TIGTA, Ref. No. 2010-40-127, It Will Take Years to Implement the Return Preparer Program and to 
Realize Its Impact {Sep. 2010). 

Loving v. IRS, 2013 U.S. Dist. LEXIS 7980 (D.D.C. Jan. 18, 2013). 
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Preparer Tax identification Number (PTiN) program.^® The IRS filed a notice of 
appeal to the District of Columbia Circuit Court on February 20, 2013. 

The IRS Whistleblower Program also plays an important role in reducing the Tax 
Gap and maintaining the integrity of a voluntary tax compliance system. 

However, TIGTA reported that the Program continued to have internal control 
weaknesses on the processing of whistleblower claims. For example, 
information captured from multiple systems and entered into a single inventory 
control system was potentially inaccurate, and the quality review process for the 
new inventory system was not sufficient to ensure that claims were accurately 
controlled. Additionally, TIGTA determined that timeliness standards for 
processing claims were not sufficient. Without adequate oversight of the 
Whistleblower Program, the IRS is not as effective as it could be in responding 
timely to tax noncompliance issues.^® 

• Modernization. Modernizing information systems could potentially allow the IRS 
to post more comprehensive tax return information to its computer systems, 
which could facilitate the examination process and expedite taxpayer contacts for 
faster resolution. 

The IRS considers the Customer Account Data Engine 2 (CADE 2) program 
critical to the IRS's mission and it is the IRS's most important infomiation 
technology investment. TIGTA reported that the implementation of the CADE 2 
daily processing allowed the IRS to process tax returns for individual taxpayers 
more quickly by replacing existing weekly processing.^^ The CADE 2 system 
also provides for a centralized database of individual taxpayer accounts, which 
will allow IRS employees to view tax data online and provide timely responses to 
the taxpayers. The IRS's modernization efforts also include the development of 
computer programs to conduct predictive analytics to reduce refund fraud. The 
successful implementation of the IRS's modernization program should 
significantly improve service to taxpayers and enhance Federal tax 
administration. 


“ Loving v. IRS. 201 3 U.S. Dist. LEXIS 1 3878 (D.D.C. Feb. 1 , 201 3). 

“ TIGTA, Ref. No. 2012-30-045, Improved Oversight Is Needed to Effectively Process Whistleblower 
Claims (Apr. 2012). 

” TIGTA, Ref. No. 2012-20-122, Customer Account Data Engine 2 System Requirements and Testing 
Processes Need Improvements (Sep. 2012). 
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• Tax Simplification. Simplifying the tax code could help taxpayers understand 
and voluntarily comply with their tax obligations and limit opportunities for tax 
evasion, 

TIGTA has also identified several concerns with both estimating the Tax Gap and 
efforts to reduce the Tax Gap. For example, the IRS has not developed an estimate for 
the international portion^® of the Federal Tax Gap. Some estimates outside of the 
Federal Government place the estimate between $40 billion and $123 billion.^® Another 
concern about the IRS’s methods to estimate the size of the Tax Gap is that the sample 
sizes for the employment tax study may be insufficient to determine compliance levels.®® 

TIGTA has identified other areas where the IRS could improve operations to help 
reduce the Tax Gap. For example, Congress provided numerous penalty provisions in 
the Internal Revenue Code that the IRS can use to help remedy the noncompliance that 
contributes to the Tax Gap. This can be done by imposing an economic cost on 
taxpayers who choose not to voluntarily comply with our tax laws. The IRS can assess 
accuracy-related penalties for negligence, substantial understatement of income tax, or 
substantial valuation misstatement. The IRS estimated that the underreporting of tax 
contributed $376 billion (84 percent) of the $450 billion total gross Tax Gap, including 
$235 billion from individual income taxes. To deter this type of behavior, the IRS 
reported that it assessed over 500,000 accuracy-related penalties, involving over 
$1 billion against individuals during FY 2011. 

Penalties are an important tool because they discourage taxpayer behavior that 
contributes to the Tax Gap. However, the numerous reports TIGTA has issued suggest 
that the IRS could take better advantage of these tools to deter noncompliance. 

For example, TIGTA reported that additional steps must be taken to ensure that 
examiners properly consider and assess accuracy-related penalties when taxpayers are 
negligent or understate their tax liabilities by $5,000 or more.®' A review of 229 audits 
conducted through the mail found 21 1 instances (92 percent) where applicable 
penalties were not considered and assessed. Each of the audits resulted in the 
taxpayer agreeing they owed additional taxes of at least $5,000. The $5,000 threshold 


The international tax gap is defined as taxes owed — but not collected on time — from a U.S. person or 
foreign person whose cross-border transactions are subject to U.S. taxation. 

TIGTA, Ref. No. 2009-IE-R001, A Combination of Legislative Actions and Increased IRS Capability and 
Capacity Are Required to Reduce the Multi-Billion Dollar U.S. International Tax Gap (Jan. 2009). 

” TIGTA, Ref. No. 201 1-10-034, Umitations in the Sample Size for the Internal Revenue Service's 
Employment Tax Study may Impact Ability to Determine Compliance Levels (May 2010), 

TIGTA, Ref. No. 2010-30-059, Accuracy-Related Penalties Are Seldom Considered Properiy During 
Correspondence Audits (June 2010), 
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is important because examiners are required to consider assessing an accuracy-related 
penalty. Since the penalties were not considered and assessed, TIGTA believes 
opportunities may have been missed to promote compliance among an estimated 9,255 
taxpayers over a five-year period and to enhance penalty and interest revenue by an 
estimated $17.5 million. 

In another example, TIGTA made several recommendations to help ensure that 
taxpayers receive fair and consistent treatment by improving how the IRS administered 
a penalty under Internal Revenue Code Section 6707A.®^ This penalty could be 
assessed against taxpayers for failing to disclose participation In certain reportable 
transactions and was enacted to detect, deter, and shut down abusive tax shelter 
activity. Its importance to the IRS’s efforts in combating abusive tax shelters was 
reflected in the severity of the penalty. The penalty could be as high as $100,000 for 
individuals and $200,000 for businesses if they fail to disclose participation in specific 
transactions that the IRS has identified and listed in publications as abusive. 

Finally, TIGTA reported that actions could be taken to reinforce the importance of 
recognizing and investigating fraud Indicators during field audits. TIGTA reviewed 116 
audits of sole proprietors in which the taxpayer agreed they owed additional taxes of at 
least $10,000 and found 26 audits with fraud indicators that were not recognized or 
investigated. As a result, TIGTA believes sole proprietors in some 1,872 audits avoided 
approximately $19.7 million ($98 million over five years) in civil fraud penalties that may 
have been owed. The fact that fraud indicators were not recognized and investigated in 
nearly one out of every four of these large-dollar cases is a concern because the 
omitted income and overstated deductions were substantial. 

AFFORDABLE CARE ACT 

The ACA provisions provide incentives and tax breaks to individuals and small 
businesses to offset health care expenses. They also impose penalties, administered 
through the tax code, for individuals and businesses that do not obtain health care 
coverage for themselves or their employees. Revenue provisions contained in the 


TIGTA, Ref. No. 2011-30-004, Penalty Cases forFailure to Disclose Reportable Transactions Were Not 
Always Fully Developed (Dec. 2010). 

” TIGTA, Ref. No. 2012-30-030, Actions Can Be Taken to Reinforce the Importance of Recognizing and 
Investigating Fraud Indicators During Field Audits (Mar. 2012). 
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legislation are designed to generate $438 billion over 10 years^'' to help pay for the 
overall cost of health care reform. Additionally, new reporting requirements have been 
established. 

In June 2012, we reported that appropriate plans had been developed to 
implement tax-related provisions of the ACA using well-established methods for 
implementing tax legislation.^® The IRS’s plans addressed tax forms, instructions, and 
most of the affected publications, as well as employee training, outreach and guidance 
to taxpayers and preparers, computer programming, and data needs. 

The health care reform becomes effective December 31, 2013. This provision is 
the requirement for individuals to maintain minimum essential health care coverage or 
face a continuous penalty. Starting in Calendar Year 2014, the IRS will be responsible 
for implementing the premium assistance credit®® as well as implementing the penalty 
on applicable individuals for each month they fail to have minimum essential coverage. 
These two issues have a far-reaching impact on the IRS, and will require significant 
resources, particularly customer service resources as taxpayers turn to the IRS with 
questions and issues about the ACA and their tax and health insurance requirements. 
Customer service has been declining in recent years, with fewer taxpayers being served 
at the local offices and the IRS answering fewer telephone calls. The ACA will further 
stretch these already limited resources. 

The IRS projected its fiscal years 2012 and 2013 ACA staffing needs to be 
1,278 FTEs and 859 FTEs, respectively. The IRS has not projected staffing needs 
beyond FY 201 3.®® Additionally, a lack of documentation to support the staffing 
requirements needed to implement the ACA precluded TIGTA from providing an opinion 
on the adequacy of staffing requests to support implementation. 


^ Joint Committee on Taxation, JCX-17-10, Estimated Revenue Effects of the Amendment in the Nature 
of a Substitute to H.R. 4872, the “Reconciliation Act of 2010," as Amended, in Combination With the 
Revenue Effects of H.R. 3590, the "Patient Protection and Affordable Care Act ('PPACA'),” as Passed by 
the Senate and Scheduled for Consideration by the House Committee on Rules on March 20, 2010 
(March 20, 2010). 

* TIGTA, Ref. No. 2012-43-064, Affordable Care Act: Planning Efforts for the Tax Provisions of the 
Patient Protection and Affordable Care Act Appear Adequate: However, the Resource Estimation Process 
Needs Improvement (June 2012). 

A refundable credit which is payable in advance directly to the insurer, which will subsidize the 
purchase of certain health insurance plans through an exchange. 

^ TIGTA, Ref. No. 2012-40-119, The Majority of Individual Tax Returns Were Processed Timely, but Not 
All Tax Cred'rts Were Processed Correctly During the 2012 Filing Season (Sep. 2012). 

^ TIGTA, Ref. No. 2012-43-064, Affordable Care Act: Planning Efforts for the Tax Provisions of the 
Patient Protection and Affordable Care Act Appear Adequate, However, the Resource Estimation Process 
Needs Improvement (June 2012). 
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IDENTITY THEFT AND TAX REFUND FRAUD 

Identity Theft 

Despite the increased number of identity theft incidents the IRS has found, the 
IRS is still challenged in detecting and preventing them. In July 2012, TIGTA reported 
that the impact of identity theft on tax administration is significantly greater than the 
amount the IRS detects and prevents. Using the characteristics of confirmed identity 
theft, we analyzed TY 2010 tax returns processed during the 201 1 Filing Season and 
identified 1 .5 million undetected tax returns with potentially fraudulent tax refunds 
totaling in excess of $5 billion. If not addressed, we estimate that the IRS could issue 
approximately $21 billion in fraudulent tax refunds resulting from identity theft over the 
next five years. 

Incidents of identity theft affecting tax administration have continued to rise since 
Calendar Year 2011, when the IRS identified more than one million incidents of identity 
theft that impacted our Nation’s tax system. During Calendar Year 2012, the IRS 
identified more than 1.7 million incidents, including more than 277,000 incidents in 
which taxpayers contacted the IRS alleging that they were victims of identity theft,'*” as 
well as more than 1 .5 million incidents where the IRS detected the occurrence of 
potential identity theft.^* 

Although the IRS is working towards finding ways to determine which tax returns 
are legitimate, access to third-party income and withholding infomiation at the time tax 
returns are processed is the single most important tool the IRS could use to detect and 
prevent identity theft tax fraud resulting from the reporting of false income and 
withholding. Third-party reporting information would enable the IRS to identify the 
income as false and prevent the issuance of a fraudulent tax refund. However, most of 
this information is not available until well aftertax return filing begins. 

Even with improved identification of tax returns that report false wage and 
withholding information, verifying whether the returns are fraudulent will require 
resources. Using IRS estimates, it would cost approximately $32 million to screen and 
verify the approximately 1 .5 million tax returns that we identified as not having third- 
party information, which indicates that the return information couid be false. 


TIGTA, Ref. No. 2012-42-080, There Are Billions of Dollars in Undetected Tax Refund Fraud Resulting 
From Identity Theft (July 2012). 

““ Taxpayers can be affected by more than one incident of identity theft. These incidents affected 
233,365 taxpayers. 

'** These incidents affected 985,843 taxpayers. 
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Regarding assistance to identity theft victims, TiGTA reported that the IRS is not 
effectively providing assistance to taxpayers who report that they have been victims of 
identity theft, resulting in increased burden for those victims."'^ Moreover, identity theft 
cases can take more than one year to resolve and communication between the IRS and 
victims is limited and confusing. Victims are also asked multiple times to substantiate 
their identities. 

The growth of identity theft presents considerable challenges to tax 
administration. In FY 2012, the IRS estimated that its inventory of more than 
228,000 identity theft cases that had been carried over from FY 2010 to 201 1 would 
require 287 staff years to resolve.'*^ This inventory did not include 500,000 cases that 
were in the Duplicate Filing inventory,'*'' many of which were identity theft cases. 

In FY 2012, the IRS dedicated 400 additional employees to the Accounts 
Management function'*® to work identity theft cases. However, the inventory of identity 
theft cases grew 325 percent from FY 201 1 to FY 2012 — from approximately 88,000 in 
FY 201 1 to more than 375,000 in FY 2012. Almost 200,000 identity theft cases were 
considered overage in FY 2012. 

Cn'minal Investigations of Identity Theft 

identity theft not only has a negative impact on the economy but the damage it 
causes to its victims can be personally, professionally, and financially devastating. 

When individuals steal identities and file fraudulent tax returns to obtain fraudulent 
refunds before the legitimate taxpayers file, the crime is simple tax fraud which falls 
within the programmatic responsibility of IRS Criminal Investigation. TIGTA 01 focuses 
its limited investigative resources on investigating identity theft that involves any type of 
IRS employee involvement, the misuse of client information by tax preparers, or the 
Impersonation of the IRS through phishing schemes'*® and other means. 


TIGTA, Ref. No. 2012-40-050, Most Taxpayers Whose Identities Have Been Stolen to Commit Refund 
Fraud Do Not Receive Quality Customer Servte (May 2012). 

“ One staff year is approximately 2,080 hours. 

'*'* A duplicate tax return condition occurs when a tax return posts to a taxpayer’s account that already 
contains a tax return. The duplicate tax return becomes pan of an inventory of duplicate tax return cases 
that require an IRS employee to work and resolve. 

The function that works the majority of identity theft cases involving individual duplicate tax returns. 

A fraudulent attempt, usually made through e-mail, to steal an individual’s personal infomiation. 
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For example, a former IRS employee was arrested"'^ after being charged by a 
Federal grand jury on June 26, 2012, for aggravated identity theft, mail fraud, 
unauthorized inspection of tax returns and return information, and unauthorized 
disclosure of tax returns and return information."'® She subsequently pled guilty to those 
charges on August 14, 201 2,"*® and is awaiting sentencing on March 28, 2013, 

TIGTA 01 also investigated a tax preparer who stole the personal identifiers of 
several individuals and unlawfully disclosed the information to others to fraudulently 
obtain tax refunds. According to the indictment, the subject of the investigation worked 
as a tax preparer from January 2002 to June 2008.®° In 2010, he used the personal 
identifiers of other individuals to file false income tax returns and obtain refunds from the 
IRS.®' The preparer obtained most of the personal identifiers from his prior employment 
as a tax preparer and from other employment positions he held.®^ Fie disclosed this 
information to co-conspirators so they could also file false income tax returns and obtain 
refunds from the IRS.®° The subject and his co-conspirators ultimately defrauded or 
attempted to defraud the IRS out of at least $560,000 in tax refunds.®"* 

As a third example, TIGTA 01 investigated a phishing scheme where several 
individuals were deceived into divulging their personal identifiers and banking 
information to identity thieves who then defrauded them of over $1 million. The subject 
of the investigation was sentenced to a total of 30-months of imprisonment and five- 
years of supervised release for Aggravated Identify Theft and Conspiracy to Commit 
Wire Fraud, Fie was also ordered to pay $1 ,741 ,822 restitution to his victims and a 
$200 assessment.®® According to the indictment, the subject and his co-conspirators 
operated a scheme to defraud numerous individuals through Internet solicitations, 
stealing more than $1 million and the identities of those individuals.®® 

While phishing schemes may vary in their technical complexity, most share a 
common trait: They involve computers located outside the United States. Despite the 
significant investigative challenge this poses, TIGTA 01 has been successful in working 


^ E.D, Pa. Arrest Warrant executed July 5. 2012. 
E.D. Pa. Crim. Indict, filed June 26, 2012 
E.D. Pa. Crim. Docket dated Jan. 22, 2013. 

™ S.D. Cal. Superseding Ind, filed June 19, 2012. 

52 M 


E.D.N.Y. Judgment filed Aug. 9, 2012. 

“ E.D.N.Y. Response to Defendant’s Sentencing Letter filed Dec. 19, 2011. 
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with law enforcement personnel in foreign countries to identify the perpetrators and 
obtain prosecutions. 

Finally, identity thieves may also impersonate IRS employees or misuse the IRS 
seal to induce unsuspecting taxpayers to disclose their personal identifiers and financial 
information for the purpose of committing identity theft. One such criminal posed as an 
IRS “Audit Group Representative” and, according to the indictment, sent letters to 
various employers demanding that they send him the names, contact information, dates 
of birth, and SSNs of their employees.®^ He then prepared and filed false Federal tax 
returns with the IRS in the names of various taxpayers without their knowledge or 
consent.®® The tax returns contained W-2 information such as income and withholding 
that was falsely and fraudulently inflated.®® The subject of the investigation used the 
refunds to purchase personal items.®® The subject pled guilty to false impersonation of 
an officer and employee of the United States; identity theft; subscribing to false and 
fraudulent U.S. individual income tax returns; and false, fictitious or fraudulent claims.®' 

Refundable Credits 

The IRS administers numerous refundable tax credits.®^ The most significant 
refundable credit is the Earned Income Tax Credit (EITC). The American Recovery and 
Reinvestment Act of 2009 (Recovery Act)®® also authorized several temporary 
refundable credits, one of which is the American Opportunity Tax Credit (AOTC). For 
several years, TIGTA has reported significant concerns with the growth in 
noncompliance and fraud in refundable tax credits.®^ 

The EITC remains the largest refundable credit based on the total claims paid, 
and it continues to be vulnerable to a high rate of noncompliance, including incorrect or 
erroneous claims caused by taxpayer error or resulting from fraud. TIGTA continues to 
report that the IRS does not have effective processes to ensure that claimants qualify 
for these credits at the time tax returns are processed and prior to issuance of 


S.D.N.Y. Crim. Indict, filed Jan. 25, 2012. 


S.D.N.Y. Minute Entry filed July 11, 2012. 

“ A refundable tax credit is a tax credit that is treated as a payment and can be refunded to the taxpayer. 
Refundable credits can create a Federal tax refund that is larger than the amount a person actually paid 
in taxes during the year. 

“Pub. L. No. 111-5, 123 Stat. 115. 2009. 

“ TIGTA, Ref. No. 2012-40-1 05, Expansion of Controls Over Refundable Credits Could Help Reduce the 
Billions of Dollars of Improperly Paid Claims (Sep. 2012). 
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fraudulent tax refunds. The IRS estimates that it has paid between $110 billion and 
$133 billion in improper EITC payments from FYs 2003 through 2012.®® it does not 
track estimates for the other refundable credits.®® 

The IRS has made little improvement in reducing EITC improper payments in the 
years since it was required to report estimates of these payments to Congress in 
Calendar Year 2002. The risk continues to remain high that no significant improvement 
will be made in reducing EITC improper payments. The IRS estimates that EITC 
improper payments equated to $12 to $14 billion in FY 2012. 

TIGTA further reported that although Executive Order 13520 requires the IRS to 
intensify its efforts to reduce EITC improper payments, reduction targets and strategies 
have not been established to reduce billions of dollars in improper payments made each 
year.®*^ For example, the Executive Order requires the IRS to provide TIGTA with its 
plans and supporting analysis for meeting those targets. The IRS's report to TIGTA did 
not include any quantifiable targets to reduce EITC improper payments. IRS 
management noted that it did not set reduction targets because it must balance 
enforcement efforts among different taxpayer income levels. 

The Additional Child Tax Credit (ACTC) is also susceptible to improper claims. 
However, the IRS did not identify the ACTC as a high-risk program under the Improper 
Payments Elimination and Recovery Act of 2010 (iPERA).®® Agencies are not required 
to take any further action to assess or quantify improper payments if a high risk for 
improper payments does not exist. As a result, the IRS and the Department of the 
Treasury are not required to quantify and report on ACTC improper payments. 
Nevertheless, TIGTA found that taxpayers repeatedly claimed erroneous ACTCs after 
their claims were disallowed the previous year.®® The IRS could have saved more than 
$108 million by reviewing claims made by taxpayers who were previously disallowed the 
credit. 


In addition, TIGTA found that when the IRS freezes and reviews a questionable 
EITC claim but releases a related ACTC, the ACTC will later be disallowed 67 percent 


“ Department of the Treasury Performance and Accountability Reports for FYs 2003 through 201 0 and 
the Agency Financial Report for FYs 201 1 and 2012. 

“ TIGTA, Audit No. 201240045, Compliance with the Improper Payments Elimination and Recovery Act 
of 2010. 

TIGTA, Ref No. 2011-40-023, Reduction Targets and Strategies Have Not Been Established to 
Reduce the Billions of Dollars in Improper Earned Income Tax Credit Payments Each Year (Feb, 2011). 
“ Pub. L. 111-204, 124 Stat. 2224. 2010. 

TIGTA, Ref No. 2012-40-1 05, Expansion of Controls Over Refundable Credits Could Help Reduce the 
Billions of Dollars of Improperly Paid Claims (Sep. 2012). 
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of the time, and the IRS will have to employ post-refund collection methods to recover 
the credits. The IRS could have prevented approximately $419 million in erroneous 
ACTC refunds from being released had it reviewed the ACTC at the same time the 
EITC was being reviewed. 

In September 2011, we reported that as of May 28, 2010, 2.1 million taxpayers 
received $3.2 billion in education credits that appeared to be erroneous.™ Another 
TIGTA audit found that individuals are claiming students for the AOTC, who, based on 
age, are unlikely to be pursuing an undergraduate degree or vocational certification.^’ 
The Recovery Act provided funding to address college affordability and improve access 
to higher education. One tax provision amended the existing Hope Credit to allow a 
refundable tax credit, the AOTC, for higher education expenses up to $4,000 for TV’s 
2009 and 2010. The maximum AOTC is $2,500 per student and the first 40 percent of 
the credit (up to $1 ,000) is fully refundable. Taxpayers can receive the credit only for 
students who attend at least half-time for at least one academic period and who are 
pursuing an undergraduate degree or vocational certification. The American Taxpayer 
Relief Act of 2012^^ extended the AOTC for five years through Tax Year 2017. 

We notified the IRS on January 5, 2012 that we had identified approximately 
35,000 individuals who were younger than the typical age of individuals enrolled in a 
four-year college degree program or vocational school certificate program who were 
claimed for the AOTC. It appeared that the individuals were used to erroneously claim 
the AOTC on TY 2009 returns. Of the 35,000 individuals, 13,870 were age 10 and 
younger. We provided the information for the IRS’s consideration to develop processes 
and procedures to identify similar claims to ensure that erroneous education credits 
were not paid. TIGTA’s additional review identified more than 109,000 taxpayers who 
as of May 2, 2012 received refundable AOTC for TY 201 1 totaling more than 
$159 million for students whose age made them unlikely to be enrolled in a four-year 
college degree program or vocational certification. 

During the 2012 Filing Season, a filter was implemented to supplement the 
identity theft filters by detecting questionable AOTC claims by elderly taxpayers, 
because the combination of age and education credits are common indicators of 
potential identity theft. The IRS reported that as of June 22, 2012, it had frozen refunds 


™ TIGTA, Ref, No, 2011-41-083, Billions of Dollars in Education Credits Appear to Be Erroneous (Sep. 
2011). 

TIGTA, Ref No. 2012-40-119, The Majority of Individual Tax Returns Were Processed Timely, but Not 
All Tax Credits Were Processed Correctly During the 2012 Filing Season (Sep. 2012). 

” Pub. L. No. 112-240, 126 Staf 2313. 2013. 
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exceeding $24 million on 2,517 accounts. It has corrected 2,672 accounts through 
correspondence or examination adjustments. Another 3,711 returns are in the 
examination process and 4,895 are being reviewed for potential identity theft, duplicate 
return conditions, or amended return consideration. 

TAXPAYER SERVICE 

As demand for taxpayer services continues to increase, resources have 
decreased, thereby affecting the quality of customer service that the IRS is able to 
provide. Despite other available options, most taxpayers continue to use the telephone 
as the primary method to make contact with the IRS. In addition, more taxpayers are 
calling the IRS’s toll-free telephone lines each year. In September 2012, TIGTA 
reported that an increase in call demand and limited resources continue to adversely 
affect the IRS's Level of Service^^ for its toll-free telephone lines. During the 2012 
Filing Season, taxpayers made over 90 million attempts to call the various Customer 
Account Services function toll-free telephone assistance lines^® seeking help in 
understanding the tax law and meeting their tax obligations.^^ IRS assistors answered 
over 13 million calls and achieved approximately a 68 percent Level of Service and a 
946-second (almost 16 minutes) Average Speed of Answer. 

A reduction in funding for toll-free telephone and correspondence services 
resulted in a Level of Service for FY 2012 of 67 percent. The IRS plans to provide a 
70 percent Level of Service for the 2013 Filing Season as well as for FY 2013. The last 
year the IRS provided a Level of Service of more than 80 percent was FY 2007. This 
decrease translates to longer customer wait times, an increased number of customers 
abandoning calls, and an increased number of customers redialing the IRS toll-free 
telephone lines for service. 

From the 2007 to the 201 2 Filing Season, the IRS’s ability to process taxpayer 
correspondence in a timely manner also declined. Assistors who answer the toll-free 
telephone lines also handle taxpayer correspondence (including processing amended 
tax returns and identity theft cases). During the filing season when call demand is 
usually at its highest, more resources are shifted to the telephones to answer calls, and 


" The primary measure of service to taxpayers. It is the relative success rate of taxpayers who call for 
live assistance on the IRS’s toll-free telephone lines. 

TIGTA, Ref. No. 2012-40-119, The Majority of Individual Tax Returns Were Processed Timely, but Not 
All Tax Credits Were Processed Correctly During the 2012 Filing Season (Sep. 2012), 

The IRS refers to the suite of 28 telephone lines to which taxpayers can make calls as "Customer 
Account Services Toll-Free.” 

™ Toll-free telephone assistance data presented in this report were taken from available IRS reports 
through the week ending April 21, 2012. 
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correspondence inventory processing is placed on hold until call demand subsides. As 
call volumes have increased and assistors have been moved to answer telephone calls, 
paper correspondence inventories have substantially increased. The correspondence 
inventory rose from approximately 480,000 at the end of FY 2007 to more than 1 million 
at the end of FY 2012, representing an increase of nearly 114 percent. 

Each year, many taxpayers also seek assistance from one of the IRS’s 
397 walk-in offices, called Taxpayer Assistance Centers. The IRS assisted almost 
7 million taxpayers in FY 2012 and plans to assist 6 million taxpayers during FY 2013, 
15 percent fewer than in FY 2012. The FY 2013 plan was based on the assumption of 
limited seasonal staff support and continuing reduction of permanent staff as a result of 
the hiring freeze and buy out authority. 

As a result, during the 2013 Filing Season, the IRS will again only provide tax 
returns preparation on a limited number of days per week and only on a first-come, first- 
served basis. The IRS will not offer taxpayers the option to leave a message when they 
call local Taxpayer Assistance Center telephone lines. Appointments will not be 
available. Instead, the IRS offers alternative services for tax return preparation, such as 
Volunteer Income Tax Assistance, Free File, and Finable Forms. 

HUMAN CAPITAL 

The recruitment and retention of skilled employees is critical to the maintenance 
of a high-quality workforce capable of meeting the needs of the American public. The 
IRS has made progress in the management of its people (human capital); however, 
continued focus will be needed to provide reasonable assurance that the IRS has the 
right people in the right place at the right time to provide taxpayers with top-quality 
service and to enforce the law with integrity and fairness to all. 

Continued focus by IRS executive management on human capital will remain 
important because the IRS is facing several key challenges. In addition to a workforce 
that shrunk by approximately 10,000 employees between the end of FY 2010 and the 
end of FY 2012, IRS data show that more than one-third of all executives and almost 
20 percent of nonexecutive managers are currently eligible for retirement. Within five 
fiscal years, nearly 70 percent of all IRS executives and nearly one-half of the IRS's 
nonexecutive managers are projected to be eligible for retirement. Overall, about 
40 percent of the IRS's employees will be retirement eligible within five fiscal years. 

In the current budget environment, the IRS will also be challenged to continue 
some of the human capital work it has started. For example, in FY 2012, the IRS 
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eliminated funding for its Tuition Assistance Program due to budget constraints. The 
IRS had evaluated this program and determined that participants (compared to the 
general IRS population) showed lower attrition, more promotions, higher performance 
ratings, and higher employee engagement scores. In addition, the IRS is undergoing a 
change in top leadership. Commissioner Shulman left the IRS when his term expired in 
November 2012. During Commissioner Shulman’s term, he formed the Workforce of 
Tomorrow Task Force to address the IRS’s most serious workforce issues, and much 
progress was made on human capital issues during his tenure. Interim leadership and 
the next Commissioner will need to ensure that actions are taken to build on the 
momentum gained during Commissioner Shulman’s term and to effectively address 
human capital challenges. 

TIGTA BUDGET REQUEST FOR FY 2013 

As of March 5, 2013, the President had not submitted TIGTA’s FY 2014 budget 
to Congress. In addition, TIGTA is operating under a Continuing Resolution with 
funding based on our FY 2012 enacted budget. For FY 2012, TIGTA’s labor expenses 
were approximately 80 percent of our total budget. 

TIGTA's FY 2013 budget request was $153.8 million, which represents an overall 
increase of 1 .41 percent above the FY 2012 enacted budget and includes $324,000 
needed to support the Council of the Inspectors General on Integrity and Efficiency. 
TIGTA’s budget request reduces existing programs by over $2.3 million below the FY 
2012 enacted level. It also includes an additional $4.5 million for 29 FTEs for oversight 
of the IRS’s implementation of the numerous ACA tax provisions. Several key ACA 
provisions will become effective in FY 2013 and FY 2014, but FY 2014 will be a 
significant year for ACA oversight. Many provisions that previously became effective 
will require continued oversight to ensure that appropriate corrective actions are taken 
by the IRS. TIGTA’s oversight will require close coordination among the Audit, 
Investigations, and Inspections and Evaluations functions. Each program office brings 
unique skills and experience, but our overall success depends greatly upon these 
offices’ close collaboration. As such, TIGTA has implemented a multi-year oversight 
strategy that includes audits, evaluations, and investigative resources to assess and to 
proactively detect and deter efforts to impede the IRS’s implementation of the ACA. 

This strategy includes coordination with other agencies, including the Department of 
Health and Human Services Office of Inspector General. 

TIGTA 01 is also implementing two new enforcement initiatives to address critical 
tax administration issues. 
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Active Threat Response 

In addition to protecting the integrity of Federal tax administration, TIGTA is 
responsible for protecting the IRS’s most valuable asset: Its employees. Over the past 
several years, our country has experienced numerous violent incidents in schools, 
private offices, and public areas. These tragic events are usually unpredictable and 
result in numerous innocent people losing their lives or being severely injured. Between 
FY 2009 and 2012, TIGTA has investigated thousands of threats made against IRS 
employees. To address the potential danger that one of these tragic incidents would be 
focused on IRS employees, TIGTA special agents are being trained to respond to and 
neutralize an active threat which could endanger the lives of the approximately 92,500 
IRS employees who are employed in over 670 facilities nationwide. 

Bribery Awareness 

A large portion of IRS employees are in direct contact with taxpayers and often 
encounter situations where a taxpayer may test the employee's integrity. Bribery, or 
attempted bribery, of a public official is a serious offense and it is an attack on the 
integrity of the entire IRS organization. Our voluntary tax compliance system is only 
successful If taxpayers have confidence that everyone pays their fair share and 
individuals who attempt to bribe their way out of paying their taxes will be caught and 
prosecuted. To appropriately respond to this serious crime, TIGTA recently created a 
training program for both IRS employees and TIGTA special agents. The purpose of 
this critical training is two-fold: 1) to raise awareness of bribery overtures to IRS 
employees and 2) to provide TIGTA special agents with refresher training for conducting 
bribery investigations. By raising awareness, TIGTA hopes that IRS employees will 
recognize bribery attempts and promptly report such attempts to TIGTA for 
investigation. 

TIGTA EFFICIENCIES AND COST SAVINGS MEASURES 

The following highlights TIGTA’s efforts to achieve efficiencies and cost savings 
measures for both FY 2012 and FY 2013. These savings have resulted in funds put to 
better use by using our scarce budget resources more efficiently on higher priority 
programs, such as ensuring the safety and security of IRS employees and facilities and 
reviewing areas at high risk of fraud. 

• During FY 2012, Phase One of TIGTA's revised Performance Management 

Program (PMP) was implemented, providing TIGTA managers and Audit, 

Inspections and Evaluations, and Counsel employees with training on how their 
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performance aligns with TIGTA’s mission and organizational goals. PMP training 
was conducted in-house and enabled TIGTA to cancel an existing contract with a 
training vendor, achieving cost savings. Additionally, TIGTA achieved travel cost 
savings by delivering the training via videoconferencing. Phase II of the PMP will 
be implemented on October 1 , 2013, and will include enhancements to the 
overall Program. 

• TIGTA exceeded Treasury’s FY 2012 Acquisition performance metrics and Small 
Business Acquisition Goals. Specifically, the total acquisition savings goal was 
exceeded by over $670,000 or 454 percent, and the Change in Total High Risk 
Contracting goal was exceeded by 47 percent. The five Small Business 
Acquisition Goals were exceeded by 9 to 20 percent, despite multiple challenges 
and obstacles. 

• TIGTA achieved acquisition cost savings in FY 2012 on our laptop refresh and 
other procurements. The laptop refresh savings will occur for four years. 

• The Office of Information Technology reduced software costs in FY 2013 by 
eliminating redundancies in a software editing package and software security 
licenses. 

• TIGTA has reduced its footprint of offices over the past few years to reduce rent 
costs. Specifically, in Calendar Year 201 1 , the Headquarters office space was 
significantly reduced by implementing hoteling, which has resulted in significant 
rent savings annually. The OA reduced its office footprint in Calendar Year 2010 
and plans to close an additional office in FY 2013. 

• The OA also achieved cost savings in FY 2012 by cancelling various classroom- 
based training and increasing the use of e-learning based training. In addition, 
the OA has steadily reduced its travel budget from FY 2010 to 2012 by 23 
percent. 

• The 01 has implemented or will implement several cost-cutting measures in FY 
2013. These initiatives include increased use of videoconferencing, reducing 
relocation costs, and delivering bribery-related training for IRS and TIGTA 
employees via webinars. 

During this challenging budget environment, we at TIGTA remain committed to 
delivering our mission of ensuring an effective and efficient tax administration system 
and preventing, detecting, and deterring fraud, waste, and abuse. We will also identify 
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additional opportunities for cost savings, increased revenue, and revenue protection 
throughout the IRS. I hope my discussion of the IRS budget request and some of the 
major challenges facing the IRS assists Congress in ensuring accountability over the 
IRS. 

Chairman Crenshaw, Ranking Member Serrano, and Members of the 
Subcommittee, thank you for the opportunity to share my views. 
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J. Russell George 

Treasury Inspector General for Tax Administration 

Following his nomination by President George W. Bush, the 
United States Senate confirmed J. Russell George in 
November 2004, as the Treasury Inspector General for Tax 
Administration. Prior to assuming this role, Mr. George served 
as the Inspector General of the Corporation for National and 
Community Service, having been nominated to that position by 
President Bush and confirmed by the Senate in 2002, 

A native of New York City, where he attended public schools, 
including Brooklyn Technical High School, Mr. George 
received his Bachelor of Arts degree from Howard University in Washington, DC, and 
his Doctorate of Jurisprudence from Harvard University's School of Law in Cambridge, 
MA. After receiving his law degree, he returned to New York and served as a 
prosecutor in the Queens County District Attorney's Office. 

Following his work as a prosecutor, Mr. George joined the Counsel's Office in the White 
House Office of Management and Budget where he was Assistant General Counsel. In 
that capacity, he provided legal guidance on issues concerning presidential and 
executive branch authority. He was next invited to join the White House Staff as the 
Associate Director for Policy in the Office of National Service. It was there that he 
implemented the legislation establishing the Commission for National and Community 
Service, the precursor to the Corporation for National and Community Service. He then 
returned to New York and practiced law at Kramer, Levin, Naftalis, Nessen, Kamin & 
Frankel. 

In 1 995, Mr. George returned to Washington and joined the staff of the Committee on 
Government Reform and Oversight and served as the Staff Director and Chief Counsel 
of the Government Management, Information and Technology subcommittee (later 
renamed the Subcommittee on Government Efficiency, Financial Management and 
intergovernmental Relations), chaired by Representative Stephen Horn. There he 
directed a staff that conducted over 200 hearings on legislative and oversight issues 
pertaining to Federal Government management practices, including procurement 
policies, the disposition of government-controlled information, the performance of chief 
financial officers and inspectors general, and the Government's use of technology. He 
continued in that position until his appointment by President Bush in 2002. 
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SEQUESTRATION 

Mr. Crenshaw. Well, thank you very much for those comments. 
Let me start by asking a question that is probably on everybody’s 
mind, and that has to do with the sequester. I mentioned earlier 
in my opening statement that from 2010-2012, we actually reduced 
discretionary spending by $95 billion. And as we all know, there 
was a special committee set up to find some additional savings in 
discretionary spending. That did not happen, so we find ourselves 
in this sequester mode. And, again, I think we all agree that is not 
the best way to try to cut spending, if indeed that is what our goal 
is. And so my question to you, initially, is, tell us the impact the 
sequester is having on your operations and on the operations of the 
IRS. And maybe the second part of that is, which I think is very 
important, do you think that the fact that you are having to live 
with sequestration, is that motivating the IRS managers to find 
more efficient ways to do their jobs? So if you could comment on 
those two things, please. 

Mr. George. Thank you, Mr. Chairman, I certainly will. Let me 
start with TIGTA. Like most Federal agencies in government, a 
vast majority of our resources, our appropriations, is dedicated to 
the realm of human capital. To be precise, over 80 percent of the 
appropriations that we receive, roughly $150 million a year, again, 
is for payroll, for pensions and benefits, and the like. And that is 
the historic trend, for the most part, throughout Government. I 
need to note that TIGTA, when it first stood up as an independent 
office of Inspector General in 1999, after they passed it through the 
Reform Act in 1998, we had approximately 1,100 full-time equiva- 
lent, or FTEs, in government-speak. We are now under 800; we are 
in the 700 level, so over a 20 percent decrease. And believe me, the 
workload has followed respectively in terms of that. 

That said, what we are able to do is find savings where possible; 
meaning we have eliminated many of the contracts that we had, 
some of which, I have to say, are very hard to tolerate for me. I 
mean, we have a mission, unlike any other Inspector General in 
the entire Federal Government, in that we have to protect the in- 
tegrity of the Nation’s system of tax administration, and by integ- 
rity, it also includes security. So if someone is threatening an IRS 
employee or an employee of TIGTA, we literally have a nationwide 
jurisdiction to identify the threat and to help eliminate that threat, 
which requires travel, which requires people to be in remote parts 
of the country, which, again, with just 800 people, and with about 
approximately the high 300s who are law enforcement types, we 
are stretched for resources in that regard. But we, nonetheless, still 
have cut travel significantly; we have imposed a strict hiring 
freeze. The irony is, when I talk about the need for additional em- 
ployees, we are coming upon that wave that is affecting all of Gov- 
ernment with retirees. And these are retirees with significant 
skills, both in terms of tax administration and criminal law en- 
forcement types of activities. And it really does not help us conduct 
our mission if these experienced people leave and there are no indi- 
viduals to take their place. 

So that’s a lot to talk about in terms of TIGTA. Now imagine the 
Internal Revenue Service facing very similar situations. While I 
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have not seen the IRS’s sequestration plan, the acting commis- 
sioner, Steven Miller, did issue a memorandum last week to all IRS 
employees in which he outlined the steps that the IRS plans to 
take to address sequestration. And among the items that he noted 
were hiring freezes, reduced funding for grants and other expendi- 
tures, and cuts in cost areas, such as training, travel, facilities, and 
supplies. Now, the one thing that he has stated directly is that IRS 
employees will be requested to take approximately five to seven 
furlough days beginning sometime after the filing season. And, by 
the filing season, he is referring to the April 15 deadline. As all of 
you know, that is not truly the end of the filing season; it is for 
individual tax returns, unless you received an extension to file your 
return. But, as you know, the tax filing season is a year-round 
process, as it relates to corporations and, again, individuals in cer- 
tain circumstances. 

Mr. Crenshaw. It sounds like, for you, it helps motivate you to 
do things more efficiently. I mean, it is tough. Would you say that 
is true, and you would say that is true as best you can tell when 
the IRS, if you are going to have to live with that, then you are 
just forced to find more ways to be more and more efficient; is that 
a true statement? 

Mr. George. It is a true statement, sir, but it does not reflect 
the fact that, and I did not want to outline this or advertise it for 
people who might engage in some mischief, but we are about to 
eliminate our contract for security guards at our facilities. And so 
my difficult choice is: Do I get rid of somebody who could poten- 
tially thwart off a threat to us, or do I harm long-term employees, 
some of whom do live paycheck-by-paycheck and who are dedicated, 
and, again, whose mission is so closely aligned to that of the overall 
goal of securing the system of tax administration? But it is a choice 
we had to make, and so we are going to get rid of our security 
guards. I would not advocate doing that in a normal set of cir- 
cumstances, but, obviously, we are in unusual times. 

Mr. Crenshaw. I got you. Mr. Serrano. 

Mr. Serrano. Thank you, Mr. Chairman, and thank you, sir, for 
your service and for coming before us three years in a row, right? 

Mr. George. I think more than that. 

IRS RESOURCES 

Mr. Serrano. I think we are doing things right, either that or 
we force you to come, I do not know how that works. Let me ask 
you a question. Given the cuts of the IRS budget for the last two 
years, compounded by sequestration, do you have confidence that 
the IRS can tackle the many challenges it faces? Can they imple- 
ment your recommendations, or are we just treading water here? 

Mr. George. Well, I have to, just at the outset, point out that, 
obviously, the IRS is in the best position to respond to that ques- 
tion. From the body of work that we have done, I start out with 
the statement and the proposition that the IRS, like other Federal 
agencies in this circumstance, it is a zero sum game. They have a 
charge that they acknowledge and that all of you and all of us ac- 
knowledge they have to meet: administer the Nation’s tax code. 
They were given additional responsibilities under the ACA, and 
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their attitude, in discussions that I have had, is “We are going to 
do what the law requires us to do.” 

Now, that said, given the limited resources and the fact that they 
are not receiving additional resources any longer to implement, for 
example, the ACA, they will have to decide what areas need to be 
sacrificed. So will it be customer service? Will it be enforcement? 
They are very difficult choices that they will have to make, and I 
know that they will make those. Now, what will the outcome be? 
Longer lines at Taxpayer Assistance Centers? Longer hold times on 
the telephone by those seeking assistance from people who can help 
taxpayers comply with their tax obligations by answering ques- 
tions? So there are a motley of negative outcomes as a result of 
that. 

Mr. Serrano. Right. Based on that comment, let me go back. We 
realize, both the chairman and I, that these questions are better 
answered by the agency themselves, but you have knowledge of its 
functions and what goes on, and so the purpose of this hearing is 
also not only to find out about your particular agency, but how the 
IRS will be affected. And piggy-back on that, we realize that the 
IRS may be the only agency that Americans deal with on a regular 
basis at least once a year. And so based on what you started to 
speak about, what else can citizens expect to be missing because 
of sequestration and these continued budget cuts? 

Mr. George. Well, again, I have to repeat myself because it is 
key, Mr. Serrano. My view is that most people understand that 
they have an obligation as citizens, as good citizens of this Nation, 
to pay the taxes that they owe, and are willing to do so if they can. 
And by saying “if they can,” if they are in that position where they 
have to file tax returns on their own, it is a complicated process. 
For example, those who have to determine what the cost basis is 
of a share of stock and whether it is an individual company or 
whether it is a mutual fund, that can become very complicated. 
And so while Congress did pass legislation which, you know, for- 
ward is requiring stock brokerages and the like to help provide 
that number, the cost basis, it is not retrospective to the extent 
that it would be able to help taxpayers. So if someone has to call 
the IRS to inquire as to how to determine this, it is going to take 
quite a while. 

I mean, years ago the IRS was even requesting that people leave 
their number and name and would call them back, and they com- 
mitted to do so at least within a day. I would guess that that would 
take a lot longer. And if someone is determined to get their tax re- 
turn in by a certain date because they feel they want to get their 
refund, are they going to take shortcuts? That is a possibility. Are 
they going to make sure they are 100 percent accurate in the 
amount of income that they report or, again, how they compute cer- 
tain tax obligations? I certainly hope so, but human nature being 
what it is, who knows? 

Mr. Serrano. Thank you, Mr. George. 

Mr. Crenshaw. Mr. Bonner. 

Mr. Bonner. Thank you, Mr. Chairman. Mr. George, good to see 
you again. 

Mr. George. Likewise. 
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IRS SEQUESTRATION PLANNING 

Mr. Bonner. You may have this in your statement that I have 
just not discovered yet, but from where you sit, when do you think 
the IRS began preparing for sequestration? 

Mr. George. I have no idea, Mr. Bonner. I do not know the an- 
swer to that question. I know that in the case of TIGTA, when this 
was first discussed in 2011, there was some discussion as to what 
would happen if this occurred. And candidly, we did not anticipate 
that this would occur, and we were not given direction from 0MB 
and the Department on how to proceed. We did not know what the 
percentages would be and the like. So a lot of this really did not 
occur until, relatively, the last minute. 

Mr. Bonner. The reason I ask, I do not think you are alone; I 
think several Federal agencies have indicated that, even going back 
to the last Presidential debate, the President said that Sequestra- 
tion would not take effect. And, of course, it is. He signed it into 
law, and we are now into the first full week of it. And so I was 
not trying to throw you a curve ball in terms of you speaking for 
the agency; I know that you do not do that. But I was just won- 
dering from your perspective as the Inspector General, if you think 
that the Service has been preparing for what we now find our- 
selves. 

Mr. George. You know, in many respects, what an IG does 
throughout government, and myself included, a lot of times that is 
retrospective. It is a look back. So I am sure that I will be able to 
answer your question the next time I am before you. Or the mo- 
ment we have some information on that, we could supply it to the 
committee and to you. 

[The information follows:] 

Sequestration Planning 

According to IRS officials, the IRS has been preparing to operate at reduced fund- 
ing levels since 2011, based on the reduced budget for FY 2012, the FY 2013 con- 
tinuing resolution, and the sequester. 

CYBER SECURITY 

Mr. Bonner. I am going to shift gears now. Recent news reports 
have detailed the extensive penetration by advanced and poten- 
tially state-sponsored cyber espionage threats against American 
businesses and government agencies. Obviously, the tax and finan- 
cial information of American businesses and individuals would be 
highly valuable to cyber criminals and other hackers. Can you give 
us any perspective in terms of what the IRS is doing to protect its 
systems, and perhaps more importantly, the financial data, per- 
sonal data of the American people from cyber espionage and hack- 
ing by criminals and foreign threats. 

Mr. George. Thank you, Mr. Bonner, very important question, 
very timely. Fortunately, I am in a position to say that we have 
not uncovered any incidents of infiltration or hacking by foreign en- 
tities. Again, I cannot give you a definitive statement because of 
the sophisticated nature that many of these foreign countries who 
have, ill intent engage in, but again, our work thus far, and we do 
look at this, has not indicated that that has been the case. 
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Now, what is very important to point out is that many times a 
threat is not necessarily an external threat. In some instances, it 
is an internal threat. And while it is not widespread, there are still 
bad actors within the IRS who may access information, not nec- 
essarily on a wide-scale basis, but people who are having domestic 
issues or are doing things for friends, or for remuneration. The IRS 
needs to be on the look-out for that. That does occur. There are 
mechanisms in place to try to locate them, but, again, with limited 
resources, the extent to which that is complete, it varies. 

BUSINESS SYSTEMS MODERNIZATION 

Mr. Bonner. Let me try to get another question, and, again, 
shifting even more, but going back to testimony that you gave to 
the Subcommittee in 2011 about the slow pace of business systems 
modernization at the IRS. I believe in your testimony this year you 
mentioned that the modernization could help close the tax gap by 
facilitating the examination process and expediting tax payer con- 
tact. Between 2011 and today, in your view, has the IRS addressed 
the concerns you had that you raised then with business systems 
modernization from your past testimony? 

Mr. George. I am pleased to report, Mr. Bonner, that the IRS 
has made significant progress in the area of business systems mod- 
ernization. There are a number of benchmarks that we have been 
able to certify to show that the IRS has achieved those, and to add 
to that, the General Accountability Office even noted the progress 
the IRS has made in this area by eliminating it as a high-risk area, 
and the Department overall has noted this by removing this as a 
material weakness on the part of the Internal Revenue Service. 

Is it perfect? No. You may recall that recently the IRS requested 
that taxpayers stop going to the “Where’s My Refund” link on the 
irs.gov website because it was being overwhelmed by people vis- 
iting that. And there are a couple of other areas which are minor 
in the big picture, but if you want to know where your refund is, 
I think that is an important factor. And, actually, I want to know 
where mine is, and I do not know where it stands. 

Mr. Bonner. It is troubling when the Inspector General does not 
know where his stands. Makes you feel all good. Thank you, Mr. 
Chairman. 

Mr. Crenshaw. Thank you. Mr. Quigley. 

MEASURES TO INCREASE REVENUE 

Mr. Quigley. Thank you, Mr. Chairman. Good morning, Mr. 
George. Thank you for your service. Could you respond a little 
more to the GAO report about the IRS ability to boost its revenues 
through a couple different means? They highlighted two, particu- 
larly shifting from fewer field exams to more correspondence 
exams, and shifting over to resources of more productive groups 
than they do currently. The Chairman discussed the issues of the 
IRS being forced to be more efficient. What is your sense of the 
GAO report in this vein? 

Mr. George. While I am not well versed in what the IRS re- 
ported that you are quoting from, Mr. Quigley, I can say, in gen- 
eral, the IRS, again, with limited resources, has to determine 
where they get the biggest bang for the buck, and at the same 
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time, they have to ensure that they are fair to all taxpayers. So, 
for example, as I pointed out in my oral testimony as well as in 
my written testimony, tax credits, refundable tax credits, are being 
abused at a rate that many view unacceptable, and the IRS be- 
lieves that is the case. Is it relatively easy to identify people who 
are taking those credits inappropriately? Yes. Is this a long- 
standing problem? Yes. But when you look at a cost-benefit anal- 
ysis, many times these credits are in the low 2000s. Now, there are 
examples where people have abused the system and it is much 
greater than that, but in general, it is a relatively low figure that 
people inappropriately request these refunds. 

However, is it the cost benefit of the IRS expending a lot of re- 
sources going after these small amounts as opposed to spending ad- 
ditional resources going after the big picture, meaning corporations 
and other, large tax-paying individuals and entities that would re- 
quire much more resources for the IRS to determine the nature of 
the method being employed by that particular entity or person to 
avoid their tax obligation. If it will help stem further activity by 
people, in effect as a deterrent, so you make an example of a tax 
entity or person, payer, who is cheating the Government of hun- 
dreds of thousands of dollars, if not more, that is a determination 
that they have to make. 

But the bottom line is, throughout this entire realm, where, as 
I said at the outset, they have to determine what enforcement 
mechanisms that they are going to employ versus what customer 
service that they are going to employ versus implementing new 
processes a la the ACA, these are very difficult choices that they 
have to make, and I know that they are in the process of deter- 
mining those. 

How it is that they go about determining who to audit and who 
not to, that is a very, and I hate to use the word, but it is a very 
secret process. There is something called the DIF, D-I-F, and it is 
a method that the Internal Revenue Service employs to determine 
who most likely is cheating on their taxes. They will not share with 
me or with many people how it is that they make that determina- 
tion. We have, overall, reviewed whether or not these selections are 
accurate; have not found problems with that without having all the 
inside information as to exactly how it is done. 

Mr. Quigley. Must have shared some of this with the GAO. 

Mr. George. I am sure they did but, again, I do not have access 
to their internal information. 

Mr. Quigley. Mr. Chairman, I assume I am out of time, will 
come back. Thank you. 

Mr. Crenshaw. Thank you. Mr. Graves. 

Mr. Graves. Mr. Womack might have been here before I was, if 
you want me to yield to him. 

Mr. Crenshaw. Were you here when the meeting started? 

Mr. Graves. Yes, sir. 

Mr. Crenshaw. Then you are senior to Mr. Womack. 

Mr. Graves. I understand the rules now. I tried, Mr. Womack. 
Mr. George, thank you for being here. 

Mr. George. Thank you, sir. 

Mr. Graves. I want to go back to what Mr. Quigley was talking 
about. 
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Mr. Crenshaw. Mr. Graves, if Mr. Womack has to leave and you 
want to ask. 

Mr. Graves. I would be happy to yield to him. 

ACA 

Mr. Womack. Thank you, Mr. Chairman. I just had a couple of 
quick questions, and you spoke to it just a minute ago with Mr. 
Quigley. We have piled a lot of duty on top of the IRS. In looking 
at your expanded remarks, things like tax gap and identity theft, 
and so on and so forth, and then we add the Affordable Care Act 
to this mix; are these issues going to get broader? I mean, we obvi- 
ously have some pretty serious issues, and we do not have the re- 
sources to accomplish the things that we are already asking the In- 
ternal Revenue Service to do. And even though this may be a ques- 
tion more appropriate to the acting commissioner, in your profes- 
sional opinion, with the additional burden of the Affordable Care 
Act, notwithstanding the number of people that will be employed 
to help administer, are we going to be sitting here a couple of years 
later asking why these issues have gotten worse not better? 

Mr. George. Yes, is the short answer. There is no question about 
that. Fortunately for the IRS, the ACA is being phased in over the 
course of many years, with, of course, this year being one of the 
first years of which it really kicks in. But it is unprecedented in 
recent history the amount of responsibility that the IRS is being 
given in an area that most people do not anticipate as an IRS tax- 
related function. Most people assume this is HHS’s area of respon- 
sibility, and it is a huge HHS area of responsibility, but the tax im- 
plications are substantial. 

Most Americans do not realize this yet, and once they do and 
once the requirements kick in, in terms of determining whether or 
not you are to receive a penalty because you failed to acquire 
health insurance, and then, ultimately, the possibility of having tax 
refunds offset as a result of the penalty that will need to be paid, 
this is something that the IRS is going to have to be able to ad- 
dress in a very simple way so that Americans understand what is 
going on. But, as I pointed out earlier, because of the interrelation- 
ship with all of this they are most likely going to start calling that 
1-800 IRS number, or going to that website, and if you have lim- 
ited people answering the phone calls and/or the website is over- 
whelmed, this is going to lead to problems, sir. 

TAX REFORM 

Mr. Womack. I wholeheartedly agree. My next question is, there 
has been a lot of talk about tax reform. In your professional opin- 
ion, if we were to be successful in tax reform, both corporate and 
individual, or either/or, in your professional opinion, what impact 
would that have on, particularly, the tax gap, which I know was 
the IRS’s number one concern. 

Mr. George. Let me preface my response by saying that the Sec- 
retary, and this actually has been every secretary since the Reagan 
Administration, has delegated tax policy to the Assistant Secretary 
for Tax Policy, and has indicated that it is that individual who is 
the only person who can proffer an opinion on tax policy. But given 
my responsibility to report to Congress under the Inspector Gen- 
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eral Act I can say this, and that is that if you make it as simple 
as possible for people to meet their tax obligations, the vast major- 
ity will do so, Mr. Womack. And so how that goes about, obviously, 
is within the jurisdiction of the Congress. But there is no question 
that tax simplicity would, I think, help people comply, would en- 
courage people to comply more with their obligation, and, ulti- 
mately, would reduce the Tax Gap. 

Mr. Womack. Would it be a small improvement, a medium im- 
provement, or a large improvement? Your professional opinion 
only. 

Mr. George. Yes, no, no, because this touches on something that, 
again, I have shared with Mr. Crenshaw and I believe with this 
committee last time I was before it, but it is so relevant to what 
you are saying, and it answers your question. The issue that is ad- 
dressed in this little handout of mine is about third-party report- 
ing, and I am just going to cut right to the chase here. The IRS 
estimates that individuals whose wages are subject to withholding 
report 99 percent of their wages for tax purposes, and at the oppo- 
site end of the spectrum, while this particular statistic is somewhat 
dated, but it is the most recent that we have, self-employed individ- 
uals who operate businesses on a cash-only basis report just 19 
percent of their income for tax purposes. So if what Congress con- 
siders would help address the issue of who is reporting income, I 
think it would significantly help in the terms of addressing the Tax 
Gap, sir. 

Mr. Womack. Thank you for your comments. Mr. Chairman, I 
yield back. 

Mr. Crenshaw. Thank you. Mr. Graves. 

aca: new taxes 

Mr. Graves. Thank you, Mr. Chairman, Mr. George. Two lines 
of thinking, but first just going back to the implementation of the 
President’s health care law, how many taxes have phased in since 
its implementation? 

Mr. George. Sir, I have that information, and I beg your indul- 
gence. 

Mr. Graves. These are all new taxes? 

Mr. George. Yes, and I would like to be as precise as possible 
and then also offer to provide a much more detailed answer for the 
record. Thank you, okay, yeah. The ACA contains $438 billion of 
revenue provisions in the form of new taxes and fees which extend 
from Fiscal Year 2010 to Fiscal Year 2019. Seventeen revenue pro- 
visions equate to over $409 billion, and then there are eight other 
provisions which add up to $25 billion, roughly $26 billion dollars, 
which include the adoption credit and the fee imposed on insured 
and self-insured health plans. 

[The information follows:] 
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ACA Tax Provisions 


The provisions most significant for the IRS include the following seven new taxes and 
fees: 

1 . Excise Tax on Indoor Tanning Services (effective July 1 , 2010), 

Businesses filed 81,488 tax returns reporting $152.3 million in tanning tax for 
the quarters ending September 30, 2010 through March 31, 2012. 

2. Net Investment Income Tax (Tax Year 2010). Imposes a 3.8 percent tax on 
the lesser of net investment income or the excess of Modified Adjusted Gross 
Income over a threshold amount: Married Filing Joint taxpayers with Adjusted 
Gross income over $200,000 (3.7 million). Married Filing Separate taxpayers 
with Adjusted Gross Income over $100,000 (162,000), Single taxpayers with 
Adjusted Gross Income over $200,000 (463,000), Head of Household 
taxpayers with Adjusted Gross Income over $200,000 (95,000 in 2010), and 
Widower taxpayers with Adjusted Gross Income over $200,000 (837,000). 

3. Additional Medicare Tax (effective Calendar Year 2013). Employer 
withholding required on wages in excess of $200,000 ($250,000 for joint 
filers). In Tax Year 2009, approximately 3.8 million taxpayers reported 
income over $200,000 (for all sources of income). 

4. Annual Fee on Branded Prescription Pharmaceutical Manufacturers and 
Importers (effective Calendar Year 2011). Tax Year 2011: $2.5 billion total 
billed - 92 fee payers. Tax Year 2012: $2.8 billion total billed - 103 fee 
payers; 12 are due money back. 

5. Excise Tax on Medical Device Manufacturers (first return due April 30, 
2013). Affected population estimated to be 5,000 - 10,000 taxpayers. 

6. Patient-Centered Outcomes Research Trust Fund Fee (First returns due 
July 31, 2013). In Tax Year 2009, there were 1 13,906 insurance carriers. 

7. Annual Fee for Health Insurance Providers (effective for Tax Year 2013). 
This fee is estimated to be $8 billion, to be apportioned for Tax Year 201 3. 
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Mr. Graves. So these are all new taxes which the American peo- 
ple have not been charged. So, a total of, you were giving dollars 
there, but probably 21 new? 

Mr. George. Yes, if not more. I mean, you have the excise tax 
on tanning, indoor tanning, the excise tax on medical devices, the 
net investment income tax, an additional Medicare tax, among 
many others. 

Mr. Graves. Right, a lot of different, a wide variety. And what 
income brackets do you suppose these new taxes impact? Is it 
about 2 percent or is it everyone? 

Mr. George. I do not have the answer to that. We do not have 
the answer to that, but we will get it for the record, Mr. Graves. 

[The information follows:] 

Tax Brackets Impacted by the ACA Tax Provisions 

This information is not available and cannot be determined until each teix be- 
comes effective and tax returns associated with the tax have been filed and proc- 
essed. 


ACA: TANNING EXCISE TAX 

Mr. Graves. Okay. So you brought up tanning bed tax. 

Mr. George. Yes. 

Mr. Graves. I would suggest that a wide variety of income 
brackets use tanning beds, would you not? 

Mr. George. Yes. 

Mr. Graves. Outside of the top 2 percent, I would imagine. We 
heard about tax reform momentarily a minute ago from Mr. 
Womack, and tax reform is all about eliminating winners and los- 
ers. Tanning bed tax is somewhat picking winners and losers. The 
sun is not taxed; that is the winner in all of this, right? But tan- 
ning beds now are taxed. A report was given to Chairman Emer- 
son, I guess it was last year, because it was the very first tax, a 
10 percent excise tax, and it shows that over the seven quarters in 
which the tax was collected, the tax is actually diminishing, the fil- 
ers are diminishing over time, and, in fact, the actual tax collection 
is about a third of what was estimated, which, I guess, that brings 
up a whole other topic for another day. But in your explanation, 
are people just not reporting or are they just not able to report any- 
more? 

Mr. George. It is more the former, because we conducted that 
review, Mr. Graves, and we found that the IRS did not do a very 
good job in explaining to people who were subject to that, meaning 
the tanning businesses, on what the tax, what the law requires on 
how to go about doing it, complying with it. And, in addition, en- 
forcement following up on this is something that was lacking. 

Mr. Graves. But each and every quarter the number of filers de- 
clined over time, and if I am not mistaken, in Georgia, it is esti- 
mated about 15 percent of operators of tanning beds have closed 
their business since implementation of that this tax. So is it not 
possible that the fewer filers are a result of fewer business owners 
today? 

Mr. George. I was unaware of that figure, so I am not sure. 

Mr. Graves. But it is possible. 

Mr. George. That is a possibility, most definitely. 
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Mr. Graves. You are not insinuating that people are not filing 
any more. I mean, I guess the IRS has been asking for more 
money, they have been getting it, but filing has decreased over 
time. So it is possible that the filers just do not exist any longer. 

Mr. George. That is a possibility, sir, yes. 

Mr. Graves. Thank you, Mr. Chairman. 

Mr. Crenshaw. Thank you. Mr. Yoder. 

PROGRAM efficiencies 

Mr. Yoder. Thank you, Mr. Chairman. Sir, I appreciate you 
being here today. I have listened closely to the questions of my col- 
leagues. I wanted to follow up on a couple of items. There has been 
some discussion of the enforcement issues related to audits and 
noncompliant taxpayers, and the old notion that has been spun in 
Washington and even in State capitals is the idea that the more 
money you spend on your local Department of Revenue or the IRS 
the more revenue comes into the Federal Government or State gov- 
ernment, and that, essentially, I have had folks argue that it is an 
investment by spending money in the IRS. 

And I guess I would like to question you on that conventional 
wisdom that has permeated this town for generations. I noted on 
Page 10 you went through some extensive discussion here about 
the ineffectiveness of some of the audits that are occurring, which 
would sort of throw cold water on the notion that spending money 
in this regard actually brings more money into the Federal Govern- 
ment. You noted that. The IRS is spending a significant amount of 
resources on unproductive audits and compliant taxpayers are un- 
necessarily burdened by audits. 

You also then note in the previous paragraph that the IRS iden- 
tified and confirmed identity thieves approximately 1.5 million in 
undetected tax returns with potentially fraudulent tax returns 
total in excess of $5.2 billion. So, your analysis here to me speaks 
less about needing additional resources and more about the proc- 
esses that are used internally to find delinquent taxpayers, or 
fraudulent taxpayers. 

Mr. George. I do not disagree with a single word that you said, 
sir. It is somewhat complicated. If the question were, and it was 
not, but if it were what is the return on investment for every dollar 
given to the IRS versus the amount of revenue that they generate, 
the IRS estimates that their return on investment is roughly in the 
$4 to $1 range, and that is a rough estimate. 

Have we validated that number? No. Do we think it is com- 
pletely, you know, off the wall? No. It sounds relatively close. 

Going back to the direct matter that you raised regarding the in- 
appropriate refunds and the like: There is no question that when 
prisoners and when people are seeking and receiving refunds that, 
especially people serving for life are getting literally thousands of 
dollars in refunds, which is extraordinarily unlikely given the fact 
that if they do receive pay in prison it is nothing that would entitle 
them to that type of refund, or when you have children of the ages 
of five and six and seven seeking, and receiving, credits for sup- 
posedly purchasing their first home, and then you, and also parents 
receiving credits for children who are in grade school, and yet they 
are receiving credits for these children supposedly being in college. 
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that is problematic. That is something that the IRS should defi- 
nitely improve its processes to address. Again, from a deterrent 
point of view and in terms of the fact that they could do this rel- 
atively simply by asking more questions. In the case of the first 
time homebuyer’s credit, it was a result of our work that we identi- 
fied this massive problem and, to their credit, that the IRS imple- 
mented changes, but they did not even ask for paperwork to prove 
that a home was purchased. And so once we pointed that out and 
once the IRS made that change, the amount of fraud in that area 
almost evaporated rather quickly completely. 

TIGTA RECOMMENDATIONS 

Mr. Yoder. Does your department have specific recommenda- 
tions to the IRS to fix some of these problems? You pointed out the 
DIF system as maybe being one that is less effective and wasteful 
and burdensome on taxpayers. Is there an idea of how the IRS 
could, instead of asking for additional dollars in the appropriations 
process, figure out a way to use internal dollars and be more effi- 
cient with the processes they use and the enforcement mecha- 
nisms? 

Mr. George. The answer is yes. It has to be pointed out because 
I am sure when they are before this committee they will point this 
out, they do collect over $2 trillion in revenue every year, and yet 
we are talking, while it is a very large amount of money, it is not 
10 percent of that. 

Mr. Yoder. I guess the most problematic point was where you 
just described they are spending a significant amount of resources, 
in your words, significant amount of resources on unproductive au- 
dits and compliant taxpayers are unnecessarily burdened by audits. 
I think that is the type of thing that drives people mad at home 
to know that we are wasting money on unproductive audits. And 
when we are talking about the sequester it falls on a lot of deaf 
ears when they understand that money is being wasted. 

Mr. George. Again, while this is best responded to by the IRS, 
they have to make determinations as to areas that they believe are 
best for, again, either the deterrent effect or that they can get the 
biggest bang for the buck, meaning, you know, for X number of dol- 
lars they can receive X amount in recovered monies. 

ACA COMPLIANCE COSTS FOR TAXPAYERS 

Mr. Yoder. And if I might, Mr. Chairman, I had a follow up on 
the conversation you were having with Mr. Graves related to the 
burdens on taxpayers when we talk about tanning beds and dif- 
ferent things that are being taxed and the impact of all that. Are 
there estimates and did you provide estimates on the estimated 
cost of these new things to taxpayers? I mean, we talk a lot about 
what is the cost to the IRS to enforce compliance. Do we have real- 
ly good estimates on what the burdens will be on compliance for 
all of these entities as we implement the new health care act? 

Mr. George. I do not believe we do have that information, but 
we will double check, sir, and if so supply further records. 

[The information follows:] 



46 


ACA Compliance Costs on Taxpayers 
This information is not available. 

Mr. Yoder. I just think that is a lost conversation in this debate 
about the implementation of these acts. It is not just the cost on 
the government which is obviously sizeable and is impacting our 
ability to enforce other parts of the tax code and is going to cause 
complications for other portions, but what are the administrative 
costs on small businesses and individuals across this country, and 
can there be or do we have an effective analysis of what that 
unquantifiable cost is? Or unquantified cost is? 

Mr. George. Again, if we have that we will supply it for the 
record, sir. 

[The information follows:] 

ACA Compliance Costs on Taxpayers 
This information is not available. 

Mr. Yoder. I appreciate it, sir. Thank you, Mr. Chairman. 

Mr. Crenshaw. Ms. Herrera Beutler. 

IRS TV STUDIO 

Ms. Herrera Beutler. Thank you, Mr. Chairman. Let me rear- 
range this. You know, I am really interested, I heard a statistic, 
it was one of those fact of the week type things this last week 
about the IRS having a 24/7 television studio in their satellite TV 
studio that they operate and consequently that the EPA has a simi- 
lar studio that they operate across the street. They do not share 
or coordinate, but it costs about $4 million a year for the IRS, 
which I thought was kind of, you know, I am not going to say small 
money because it is not our money, but in the scheme of the grand 
federal budgets, but as I am looking through the achieving program 
efficiencies and cost savings section that you have here, I mean, 
you are noting $3 million on reduction of nontechnical travel or $9 
million in savings from increased electronic filing so $4 million is 
not a small amount and could be added to this. Is that actually 
true? They really do have said satellite studio? 

Mr. George. They have more than one studio for television and 
for audio types of messages, and I have to acknowledge that we at 
TIGTA once utilized it when we were trying to get a public service 
announcement done to warn people about phishing schemes, and 
these were activities by bad guys which targeted mainly the elderly 
and others. 

Ms. Herrera Beutler. With that, that is an important thing. 
That is something that we would want out there as consumers, as 
individuals, right? You want to know, and you are grateful when 
the IRS will take a step like that. Is that something that could be 
consolidated, perhaps? I mean, when we do PSAs as public officials 
they are free, the Broadcaster’s Association likes it when we do 
them, so I would imagine there might be other ways to do this. Or 
is that such a needed function in the IRS that they need to have 
their own studio that they operate. 

Mr. George. Once again, while they are in the best position to 
respond as to whether or not they could use other facilities or, 
more importantly, because of the restrictions on tax information. 
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whether others could use their facilities, there is no question, espe- 
cially in times like these, where everything has to he determined, 
looked at and determined whether or not this is a good expenditure 
of taxpayer dollars, it is certainly something I am sure they could 
and would look at. 


IRS WORKSTATION PROGRAM 

Ms. Herrera Beutler. In following up with that because you 
had some great findings here about other areas we could save 
money. One of them in your testimony you identified recommenda- 
tions for shared workstation program for those who telecommute or 
telework. The audit report notes that the IRS negotiated a program 
with the Treasury Union to take effect in October of last year. Has 
that actually taken effect? 

Mr. George. I was told it has taken effect. So, yes. 

Ms. Herrera Beutler. Okay. Very good. Well, that is all I had. 
Thank you, Mr. Chairman. 

measures to increase revenue 

Mr. Crenshaw. Thank you. Well, I think we will have time, 
maybe, if other members have some more questions, for another 
round. 

People talked about the question of do we fully fund the IRS and 
there is always that question of the Tax Gap. If we gave the IRS 
more money, then do we get more money? In fact, I have got a re- 
port here from the National Taxpayer Advocate and it says some 
good things but one of the things it says was it says that the IRS 
is significantly underfunded. They go on to say that reducing the 
IRS’s funding means reduced revenue collections and a larger def- 
icit. But when you look at the facts, you say how can that be? Be- 
cause we reduced the IRS budget, I guess from 2011 to 2012, by 
2.5 percent, but revenues increased 6.3 percent. The deficit de- 
creased by 16 percent and so, obviously, there are other variables 
than the amount of money that we spend on IRS. We have kind 
of pointed that out. 

Could you talk a little bit about some of the other variables that 
are certainly as important as the funding for the IRS, maybe even 
more so? What are some of those? 

Mr. George. In terms of the ways that they can relate. 

Mr. Crenshaw. In other words, could you talk about refundable 
tax credits or if you simplify the tax code? There are other things 
we could probably do rather than just spend more money in the 
IRS that maybe would make it easier to collect more revenue. 

Mr. George. It is, I think, a tool that would dramatically assist 
the Internal Revenue Service. It is more access to third-party infor- 
mation, and it goes back to what I quoted you in terms of the 99 
percent versus the 17 or 19 percent. If the IRS had access to the 
database that the Department of Health and Human Services has, 
it is called New Hire Directory, it could compare what types of in- 
come information that HHS has and then using the processes that 
it has employed in the past determine whether or not there is a 
correlation between income that is declared on the one hand and 
the amount of taxes declared on the other hand. There is no ques- 
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tion that that type of information would be extraordinarily bene- 
ficial. 

More agreements with nations outside of the United States 
would be extraordinarily helpful. While there have been steps 
taken recently and very publicly by the IRS as it relates to certain 
banks in other countries that needs to be done on a much more 
wide-scale basis. That would certainly help the IRS have informa- 
tion and then, income that flows from that information from people 
who otherwise are able to obscure or if not just plain hide revenues 
or income that they have achieved outside of the United States 
that they should be paying and reporting within the United States. 
There are a hodgepodge, Mr. Crenshaw, of ideas along this line 
that I would, with your indulgence, like to submit for the record 
to this committee for its consideration. 

[The information follows:] 
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Measures to Increase Revenue 


There are two primary approaches to increasing revenue, increase enforcement (which 
requires increasing the enforcement budget to hire more employees) and reduce 
improper or fraudulent refunds. 

The following are approaches the IRS can take to identify and stop additional improper 
refunds before they are issued. 

Third-party information: Access to third-party income and withholding information at 
the time tax returns are processed is the single most important tool that the IRS could 
have to identify and prevent tax refund fraud. However, most of the third-party 
information is not available until well after tax return filing begins. The deadline for filing 
most information returns with the IRS is March 31, yet taxpayers can begin filing their 
tax returns as early as mid-January. Legislation is needed for any changes to the filing 
deadlines for information returns. 

Refundable Credits: The IRS can implement an account indicator to identify taxpayers 
who claim erroneous refundable credits. Taxpayers with such an indicator should be 
required to provide documentation before their claims are processed and should be 
considered for pre-refund examinations of claims for all refundable credits, in addition, 
the IRS can freeze and verify claims for the Additional Child Tax Credit on all returns for 
which the Earned Income Tax Credit (EITC) is frozen due to an erroneous claim for 
EITC. Finally, the IRS could limit the number of tax refunds being sent to the same 
direct-deposit account to help limit the potential or extent of fraud. 

Identity theft cases: The IRS can use data from the identity theft cases to identify 
commonalities, trends, etc., that could be used to refine and expand fraud filters to 
detect and deter future refund-related identity theft. The IRS agreed. 

Legislation: The IRS can work with the Department of the Treasury's Office of Tax 
Policy to seek legislation to expand the Earned Income Tax Credit due diligence 
requirements and penalties to include the Additional Child Tax Credit. In addition, since 
Fiscal Year 2006 the President’s budget request has included a legislative proposal for 
the IRS to have expanded access to the National Directory of New Hires for use beyond 
the Earned Income Tax Credit. The expanded access would improve the IRS’s ability to 
identify tax returns with false income documents at the time the tax returns are 
processed. 

Collaboration: The IRS can coordinate with other Federal agencies and banking 
institutions and develop a process to ensure that tax refunds issued via direct deposit to 
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either a bank account or a debit card account are only made to an account in the 
taxpayer’s name. 

Computer programs and filters: The IRS currently runs all individual tax returns 
through computer filters and fraud models to identify potentially fraudulent refunds. 
These filters have improved the IRS’s ability to identify and stop fraudulent refunds. In 
Processing Year 2009, the IRS stopped $2.5 billion in potentially fraudulent tax refunds 
and in Processing Year 2011, the IRS stopped $14.3 billion in potentially fraudulent tax 
refunds. 

However, TIGTA has identified additional improper refunds that were not identified by 
the filters and models. For Tax Year 2010, TIGTA identified 1.5 million potentially 
fraudulent tax refunds of $5.2 billion resulting from identity theft. 

The IRS is developing a new Return Review Program system to replace the Electronic 
Fraud Detection System. The new system is being designed to implement a 
coordinated criminal and civil tax, non-compliance approach for prevention, detection, 
and resolution of pre-refund tax fraud. The IRS is planning to process individual tax 
returns through the new system in Calendar Year 2015. 
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IDENTITY THEFT AND TAX FRAUD 

Mr. Crenshaw. That would be great. Let me ask you, you talked 
a lot in your opening statement about tax fraud, identity theft and 
it is like amazing to me when you hear these numbers. When I 
heard that there may be 900,000 tax returns that were just fraudu- 
lent, I am thinking, “Was that people cheating on their tax re- 
turns?” And you said, “No, that is actually people that steal some- 
body’s Social Security number and name, file a fraudulent return 
and then get a refund.” I think it was last year they identified 
about 900,000 of those; totaling $6.5 billion dollars in fraud. 

I guess the question is the IRS, in your view, are they up to this 
task because they estimate, I think I heard somebody say that 
TIGTA estimated another million, or million and a half, and it 
seems to be the only thing they can do is say, “We will help you 
as a victim,” but I am not sure they can actually have the tools to 
stop the fraudulent claims, other than say, “File early.” If you file 
first and then the guy comes behind you and files a fraudulent re- 
turn, then you are protected, but if you are a procrastinator like 
most people and you filed late, somebody has already stolen your 
identity, filed a return and gotten a refund and then they say. 
Well, we will work with you. Is it time for us as legislators to give 
them some tools that they might need because it sounds like this 
is getting worse and worse. 

Mr. George. You identified the problem precisely, sir. It is grow- 
ing and it is growing exponentially. It is very troubling. And the 
one aspect of this that bothers me most is it is not only, again, a 
domestic problem, it is an international problem given the wide 
scale use of electronic filing and people in certain countries around 
the world, which most people in this area know about, meaning the 
countries, where this problem is more prominent than in others. 
Unless you have the assistance of those governments to help stem 
these, it is something that is just going to continue to grow. They 
prey upon lonely people. They prey upon the elderly, and it is 
something that the IRS is very much aware of but, again, in their 
defense, with the declining resources how much can they allocate 
to this problem? 


LEGISLATIVE RECOMMENDATIONS 

Mr. Crenshaw. Do you think they need maybe to talk to us 
about some assistance? There are things we do legislatively to 
make it easier to coordinate law enforcement or do whatever? Obvi- 
ously, we will ask them that but is there anything that comes to 
mind that we can help them with? 

Mr. George. Yes, there are portions of the tax code which se- 
verely, under criminal penalties restrict the type of information 
that the IRS can share with law enforcement individuals at one 
end of the spectrum, to State tax enforcement officials at the other 
end and, of course, with foreign governments. And so, again, this 
being a tax policy issue and the like, I would have to defer to them 
for the details, but that type of assistance would help this problem 
tremendously. 

Another issue, sir, and I spoke about this in my previous appear- 
ance before this committee and it also touches on your earlier ques- 
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tion about what could be done to help the IRS, the law as it stands 
now does not require a lot of the income information from the 
payor until a month and a half after the tax filing season begins. 
So in other words, a criminal could file a tax return, an improper 
tax return using the identity of someone else in January or Feb- 
ruary and have that processed and the IRS accepts that informa- 
tion and will release a refund and yet, the business, whatever enti- 
ty is supposedly paying this person, is not required to provide the 
IRS that information until months later, generally in March. So it 
is that period in between the two when the bad guy files and when 
the IRS has information to confirm the information that the bad 
guy filed that all this mischief can take place. It would seem like 
a very logical, a relatively easy quote unquote area to address, but 
it just has not been done. 

Mr. Crenshaw. Well, I am filing early this year. I tell you that. 
Mr. Serrano. 


COST SAVINGS AND PROGRAM EFFICIENCIES 

Mr. Serrano. I already filed. I have not heard back from them 
but I already filed. Just two comments on things I have heard dis- 
cussed here. My first maybe partisan statement of the year and 
probably be one of my last, but we could have put in more money 
for the IRS for those who think they cannot do the job in yester- 
day’s CR and we did not. So they asked for more that they are not 
getting. 

The other thing is, my understanding and maybe you could clear 
this up, that the studio is not only used for PSAs and so on but 
the studio is also used for training so rather than sending folks out 
in the field, training takes place at the studio. Is that correct? 

Mr. George. That is correct and when you are reducing travel 
for training purposes, it seems a logical, and we are doing the same 
in terms of using WebEx and other devices. 

LEVEL OF SERVICE 

Mr. Serrano. Right, right which is a money saver. That should 
make some people happy. Mr. George, due to the budget cuts, the 
IRS operated at a level of service of 67 percent in 2012, down from 
more than 80 percent in fiscal year 2007. This translates to ap- 
proximately 16 minutes of hold time for phone calls. That is a long 
time to wait. 

Further, appointments will not be offered at taxpayer assistance 
centers which make it nearly impossible for those with onerous 
work hours to get assistance. Does a low level of service provision, 
in your opinion, relate to the level of tax compliance? 

Mr. George. Yes, it does. Now, the irony is notwithstanding 
what I said in my written statement which is completely accurate 
about the level of service declining, it just seems ironic that the 
number of telephone calls thus far in this tax filing season has de- 
creased tremendously. So I do not know what is causing that. We 
are going to look at it in our tax filing season report, but the night- 
mare situation has not arisen yet. I guess that could change over- 
night. 

Mr. Serrano. Do you think it has decreased maybe because peo- 
ple gave up on trying to call? 



53 


Mr. George. That certainly is a possibility. 

LEVEL OF SERVICE AFTER SEQUESTRATION 

Mr. Serrano. I am very interested in detailing the real world 
impact of these sequester; that is, how these sequester impacts 
Americans a day-to-day basis. Would it be possible for your office 
to identify over the next few years a decline in the level of service 
due strictly to sequestration? Likewise, can your office detail the 
level of decline in compliance due to the sequester? 

Mr. George. We will do so, sir. 

ITINS 

Mr. Serrano. We would appreciate that. As we discuss each 
year, identity theft is an enormous and growing problem for the 
IRS. We are told that the improvements in the information tech- 
nology systems are helping to flag potential fraud. There is a long 
way to go. With an inventory of more than 228,000 identity theft 
cases in the pipeline, what is it going to take to really attack and 
resolve this problem? 

Let me add something that I just thought of as I was listening 
to your comments before. It looks like we are going to get immigra- 
tion reform and just for the record, I am for it. I have been for it 
since day one. I think we have to stop all the mean talk and deal 
with an issue and get these folks out of the shadows and you know 
the rest of the statement. Part of immigration reform would be se- 
curing the border, will be Do you speak some English? Have you 
paid your taxes? and obviously, some of that has to do with some 
folks maybe not having their own identity as such, working under 
their own identity. Is that an added burden to the IRS? Has the 
IRS at all, in your knowledge, begun to deal with the possibility of 
this happening or of them being called to play a role and if such, 
what role do you think they will be called? 

I mean, I am asking the wrong person in a way because we will 
write the legislation and we will determine what role they play, but 
it seems to me they will play some role in all of this. 

Mr. George. I agree completely in terms of the role that the IRS 
will play, but the interesting part is, Mr. Serrano, that the IRS has 
played a role here. For some time now, the Internal Revenue Serv- 
ice issues what is called an ITIN, an individual taxpayer identifica- 
tion number, and the sole purpose of that is to allow people who 
do not have Social Security Numbers, it gives them the ability to 
comply with their tax obligation. So it is a number which is iden- 
tical in length to the Social Security Number, but it is not supposed 
to be used for any other purpose other than to file taxes. And, as 
you certainly are aware, many people who may not be in this coun- 
try and legally able to work are nonetheless compliant with tax ob- 
ligation with the hope that that would ultimately benefit them if 
they do eventually have the opportunity to apply for citizenship. 

Mr. Serrano. That is true. That is one of America’s little secrets, 
the fact that there are so many folks who are not here documented, 
paying taxes nonetheless and the joke around different neighbor- 
hoods is the IRS does not care who they get money from as long 
as they collect taxes. So they have been doing this already and 
those records we feel are in good enough shape for someone to say. 
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Hey, look. I may be here undocumented or illegally as you call me 
but I did pay my taxes over these years. 

Mr. George. The short answer is yes. Now, I have to point out 
that the number which is supposed to be used solely for tax pur- 
poses is sometimes used by others for non-tax purposes which is 
contrary to the intent and the purpose of that. 

Mr. Serrano. Such as? 

Mr. George. Such as it is being used as a substitute for the So- 
cial Security Number. 

Mr. Serrano. I have a card. I am paying taxes. Therefore, I am 
here okay to work. Okay. Thank you, Mr. Chairman. 

Mr. Crenshaw. Thank you. Mr. Graves. 

CONSUMPTION TAX 

Mr. Graves. That was fascinating. I want to get back to the 
abuse side as you spoke of their and the statistic that Mr. Yoder 
and I were talking about is fascinating to us was that 99 percent 
of those who withhold taxes, I guess pay them or send them in to 
the IRS on a timely manner then there were 19 percent small busi- 
nesses who would, I guess, voluntarily do that, only do that. That 
was the statistic you shared a minute ago. 

Mr. George. Yeah, actually, but I just want to make sure I am 
clear here. It is for those who have their withholdings made by a 
third-party. So in other words, if your job, you know, withholds 
your tax. 

Mr. Graves. And then hearing all the fraud and abuse statistics 
you shown as well or given, you make a compelling argument for 
a consumption-based tax. 

Mr. George. That is a tax policy question, sir. 

IMPROPER PAYMENTS 

Mr. Graves. Very compelling argument for that and so, you 
know, that is something you might want to consider making a rec- 
ommendation to the IRS to support the fair tax or some other con- 
sumption base. 

Back to the refundable tax credit abuse; I have heard a lot about 
this in my area and I am interested to know what you think the 
solution might be and really, just about three or four questions 
within this. One, how do you quantify? What is that dollar figure 
per year, and I know you talked about $2,000 increments poten- 
tially but globally, what is the dollar figure? So how to resolve that 
and then maybe share to the committee how is it done. Is it indi- 
viduals doing it or is it organizations during this? 

Mr. George. That latter question I can answer immediately and 
that is that it is done by both. And the troubling aspect of this is 
many times, paid preparers, and they are at the front line, we con- 
sider them team players in the effort to have a fair system of tax 
administration and many times, these paid preparers will simply 
say to someone. If you have children, you are entitled to a tax cred- 
it, or an additional tax credit for each child. And so without nec- 
essarily requesting birth certificates or other proof that these chil- 
dren actually exist, they will submit that to the Internal Revenue 
Service which then willy-nilly processes them. 
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ITINS 

Mr. Graves. And before you answer those other couple, does any 
of this tie into the number you were sharing with Mr. Serrano that 
ITIN number? Is that a component of this potentially as well? 

Mr. George. Yes, we have in recent work uncovered that the In- 
ternal Revenue Service issued billions of dollars to people using 
ITINs for credits that they were not entitled to under the law. 

IMPROPER PAYMENTS 

Mr. Graves. Yeah, so serious problem. Okay, so I am sorry to in- 
terrupt. So quantifying globally with the dollar figure is and then 
maybe what your recommendation, your solution would be. 

Mr. George. Well, the solution is more information, sir. The IRS 
requires that proof of a child or that the child exists, proof that the 
child is going to the college. The IRS got to the point and again, 
with the home purchases that Congress in the wake of our report 
had to pass legislation saying that someone under the age of 18 
was not entitled to the First-Time Homebuyer’s Credit, which be- 
cause most likely someone under the age of 18 is not purchasing 
a home so it would make sense. 

In Fiscal Years 2011 and 2012, we reported that the American 
Opportunity Tax Credit, the education credit, that the IRS erro- 
neously allowed, most likely, $3.2 billion in the 2010 calendar year. 
Under the adoption credit, we reported that the IRS paid an esti- 
mated $11 million in erroneous adoption credits, again, another ex- 
ample of the IRS simply not requesting information that a child 
was actually adopted. 

Now they may argue how we process these forms? Well, some- 
times the deterrent is simply requesting the information because it 
would actually require somebody to be a little more sophisticated 
in making up an official looking document and probably just would 
not take the chance of both submitting a false Federal document 
which could get them in trouble as well as seeking credits that they 
are not entitled to. I already addressed the issue of identity theft 
cases. So again, about $5 billion in 2010 actually, so over $20 bil- 
lion. 

Mr. Graves. And the child tax credit? 

Mr. George. Excuse me, $108 million in erroneous. 

Mr. Graves. Million or billion? 

Mr. George. The adoption credit or the child credit? 

Mr. Graves. Child. 

Mr. George. Yeah, the additional child tax credit and last year, 
we estimated that the IRS refunded $108 million in erroneous ad- 
ditional child tax credits during the tax years 2006 to 2009. 

[The information follows:] 

Refundable Tax Credit Fund 

The IRS has not determined how many erroneous teix refunds it issues each year. 
The only program the IRS has identified for improper payment reporting is the 
Earned Income Tax Credit (EITC). The IRS reported that it issued between $11.6 
billion and $13.6 billion in erroneous EITC pa 3 mients in Fiscal Year 2012. 

However, we think the amount of erroneous tax refunds issued is significant 
based on recent audit work. 

• American Opportunity Tax Credit — $3.2 billion in erroneous payments in 
Tax Year 2009 (through May 28, 2010). 
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• Adoption Credit — $11 million in erroneous payments in Processing Year 
2011. 

• Identify Theft — $5.2 billion in erroneous payments in Tax Year 2010. 

• Additional Child Tax Credit — $108 million in erroneous payments during 
Tax Years 2006 through 2009. 

Mr. Graves. Thank you, sir, thank you. And, potentially if he 
has time to answer what a solution might be and you just said ask 
for more information. 

Mr. George. More information. And then, ultimately, especially 
if third parties are involved in this, meaning paid tax preparers, 
some type of penalty towards them to discourage that type of activ- 
ity. 

Mr. Graves. Thank you,. Thank you, Mr. George. 

Mr. Crenshaw. Actually, Mr. Graves, I think the earned income 
tax credit, every year, about 25 percent of those payments are 
fraudulent. It is about $15 billion on their earned income, so that 
is one of the big problems that we pointed out. 

Mr. Serrano. Does that compare at all with corporation fraud? 

Mr. George. I do not know. 

Mr. Serrano. Just checking. 

Mr. George. I will check it out. 

[The information follows:] 

Refundable Tax Credit Fraud 

The IRS estimates that corporations underreported $67 billion in income and un- 
derpaid $4 billion in tax in Teix Year 2006. In comparison, the IRS estimates it 
issued $10.4 billion to $12.3 billion in improper Earned Income Teix Credit pay- 
ments for Fiscal Year 2007 (when Teix Year 2006 teix returns were filed and proc- 
essed). 

Mr. Serrano. Yes 

Mr. Crenshaw. Mr. Quigley. 

IRS RESOURCES 

Mr. Quigley. Thank you, again. Mr. George, to summarize, at 
least from my point of view, your suggestions are we need to help 
with tax simplification, we need to help deal with issues of fraud, 
access to third party information. Among other things, the IRS has 
to avoid waste, follow the suggestions, including additional docu- 
mentation, modernizing the equipment as an ongoing basis, and ef- 
fectively target their resources. With all that being said, and let’s 
assume all acting in accordance with that, do they still need more 
bodies? And how many more resources do they need in terms of 
revenue dollars for that staff? And at what point are there dimin- 
ishing returns? 

Mr. George. Very good question. Again, the IRS in the last five 
or so years had 100,000 full-time equivalents, and as I indicated 
earlier, they are roughly at 92,000 now. As the chairman pointed 
out, there are reports of increased revenue collections now, so you 
would not necessarily see a direct correlation between fewer FTEs 
and additional revenue collections. We do not know if this is an ab- 
erration; additional information will need to be gathered and re- 
search done to see why this is happening. 

The common thought is, of course, if you had more people you 
could do more. There is no question that especially both in, again, 
the customer service area, as well as in the enforcement areas. 
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fewer people mean you are going to have fewer opportunities to 
conduct quote, unquote, “audits.” Fewer people mean that you are 
going to have less telephone calls answered, or less people staffing 
these Taxpayer Assistance Centers. So there is a practical impact 
to having fewer employees. 

Let me back up, this is so important I need to make this point. 
The United States has, in my view, the most effective tax system 
in the world. There is no question about that. And most people who 
were surveyed, just in the last week or two, the IRS oversight 
board issued a survey result which showed over 90 percent of peo- 
ple believe they should pay all the taxes that they owe. 

Now, there was a separate survey done a number of years ago 
which posed, in effect, that very same question, “Should you pay 
all the taxes you owe?” and had a very similar result, meaning 
about 90 percent said yes. But then a second question was posed, 
and that was, “Well, what if your neighbor down the street is not 
paying everything he or she owes, should you, then, pay everything 
that you owe?” The number dropped dramatically from 90 percent. 
I do not have the exact figure, but it was a dramatic drop. 

So what that suggests, going back to your question, is what I 
view as the deterrent effect. And the deterrent effect is an audit. 
And some people seem to be under the misconception that an audit 
is sitting across a table similar to this, or a smaller one, in an IRS 
building or another Federal building. 

Mr. Quigley. A hot lamp over your head. 

Mr. George. Among other devices. But in reality, and one of the 
members of this committee pointed out, when the IRS sends you 
a letter, that is considered an audit process, or an audit. If they 
are asking you information about the income that you reported or 
deduction that you claimed, that technically is an audit. So audits 
can take different forms, they can cost varying amounts, but they 
can be done in ways that are cost-effective. 

Mr. Quigley. Thank you, Mr. George. Thank you, Mr. Chairman. 

COST SAVINGS 

Mr. Crenshaw. Mr. Yoder, do you have any more questions? 
Just following up on Mr. Quigley, I mean, sometimes it does take 
money to make money, sometimes it takes money to save money. 
Following up on what he talked about, I guess you could spend 
money on automation, maybe that you do not need as many people; 
maybe you could look at leased office space and consolidation. What 
is your observation about some of the areas? That original question 
that I asked you, when you are forced to look at how you spend 
money, it makes you spend money more wisely. Are those some of 
the things that you have observed when you look at IRS, could au- 
tomation be of help? Could office space consolidation be of help, or 
some of those things or any other things that you see? 

Mr. George. Yes, Mr. Chairman, and everything you noted I 
agree with, that would help. And I have to admit, the one area in 
the Business System’s Modernization effort that the IRS aban- 
doned, which could have been of great assistance was, in effect, a 
device called, “My IRS,” and it was similar to what the private sec- 
tor uses. If you manage bank accounts online or your credit cards 
accounts on line... 
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Mr. Crenshaw. Do not tell me there is an app for that. 

Mr. George. Well, I am sure there is an app for “Where is my 
refund from the IRS?” They were in the process of developing a 
website where you could literally click to see what your tax obliga- 
tions are in advance of April 15 and make payment arrangements. 
It had a multitude of possibilities, and it fell victim to resources, 
the bottom line. And I do not know what factor they used to pre- 
cisely not to do it, but I would contend, again, going back to my 
earlier point about making it as simple as possible for people to 
comply with their tax obligations, would enhance the number of 
people who do so. And, again, address the many problems associ- 
ated with people not paying what they owe. 

Mr. Crenshaw. I do not have any more questions. Other mem- 
bers, Mr. Serrano? 


ACTC 

Mr. Serrano. I will submit some questions for the record. I just 
have a little statement for Mr. Graves and, of course, for the chair- 
man. 

Current law allows the additional child tax credit to be claimed 
by all individuals who file taxes, regardless of whether they use So- 
cial Security number or ITIN number. IRS guidance regarding this 
tax credit concentrates on the eligibility of the child, not the par- 
ent. Children must be U.S. citizens, U.S. nationals, or U.S. resident 
aliens. This means that on a 1040 tax form, someone filing with an 
ITIN number must provide the dependent child’s Social Security 
number to prove their eligibility for the additional child tax credit. 

The current IRS strategy makes sense, since the true beneficiary 
of these tax credits is the dependent child. My office has seen esti- 
mates that show that currently 4.5 million citizen children benefit 
from this tax credit. My point being that I know that there are two 
issues that always come up with the IRS that motivate many of us, 
and I certainly look at it to see if there is fraud going on; we have 
to be careful, because this one helps citizen children. So in the 
process of making sure it works properly we should maybe look at 
those people who are claiming that they qualify when they do not, 
or those who are being induced, as you said, by someone else to 
claim something that they do not deserve. When the program 
works right, it services and helps a lot of people, young people in 
our country, and children. 

Mr. Crenshaw. Thank you. 

Mr. Serrano. Thank you. 


FURLOUGH 

Mr. Graves. One comment and a question. First, let me just say, 
I know the IRS has a very difficult job and you have probably an 
even more difficult job in what you do. In our district we had an 
IRS workshop day just a few weeks ago, and folks from the agency 
came and offered their time, free counsel, advice in sorting through 
the tax code, and that was a great assistance to our constituents. 
Through that I found out that there were even many more groups 
that are offering free tax preparation services, so there are a lot of 
groups working together, including agency, to try to help folks 
navigate. And I recognize that and I appreciate what they do. 
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You mentioned furloughs and this I just a question because se- 
quester is new and we are hearing a lot of hypotheticals and it is 
hard to reconcile hypotheticals with reality and what we are all 
about to go through. In the state of Georgia we went through a lot 
of furloughs, including teachers, everyone participated. 

And one question that came up was, when you have a lot of sick 
days or vacation days, they were considered banked days, banked, 
B-A-N-K days. Is that the same case, say, with IRS? You said five 
to seven furlough days. Could they draw down from their days that 
might be banked for future use? 

Mr. George. That is not my area of expertise, Mr. Graves, and 
I am just told by staff we do not believe that is the case, but I am 
not sure. 

Mr. Graves. Okay. Something we could probably look into, I 
guess. 

Mr. George. Yes. 

[The information follows:] 


Furlough 

Per Office of Personnel Management guidance, IRS employees may not substitute 
paid leave for any hours designated as furlough time off, which is a non-paid status. 

Mr. Graves. Well, thanks for your time, Mr. George. 

Mr. George. Thank you, sir. 

Mr. Crenshaw. Mr. Inspector, thank you so much for being here 
today. Thank you for your wise counsel. As we all know, IRS has 
a tough job and you got a tough job looking at the people that have 
a tough job, so thank you for the work that you do. We appreciate 
you being here today. So that hearing is adjourned. 
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Financial Services and General Government Subcommittee 
Oversight Hearing - Department of the Treasury 

Questions for: J. Russell George, Treasury Inspector General for Tax 

Administration 

Questions for the Record Submitted by Chairman Ander Crenshaw 

Large, Expensive Information Technology (IT) Projects 

Two months ago, GAO removed IRS business systems modernization from their High Risk 
list. Not to diminish their success, hut IRS spent over 15 years and $2 billion dollars all for 
naught before it got to where it is today. 

Question: Do you think the IRS’s recent success is due to specific individuals in key 
position or is IRS now in command of sophisticated and disciplined IT management 
process that can withstand personnel changes? 

While there is no question that the IRS has been able to attract very talented individuals in key IT 
positions, the IRS has also improved its processes to ensure a more disciplined, proven approach 
for its large IT projeets. The IRS’s Information Technology Services (ITS) organization is using 
the Capability Maturity Model Integration (CMMI) Development model to improve its 
development and maintenance processes for both products and services. The CMMI was 
developed by the Software Engineering Institute of Carnegie Mellon and consists of best 
practices that address development and maintenance activities from conception through delivery 
and maintenance. In September 2012, the IRS’s ITS Application Development was certified at a 
CMMI Maturity Level 3, which represents a solid, mature program. At Maturity Level 3, the 
IRS has been certified that processes are well characterized and understood; processes are 
described in standards, procedures, tools, and methods; and the processes are established and 
have improved over time. These processes are used to establish consistency in application 
development across the IRS. 

Question: Could you tell us about the kind of oversight your office performs with regards 
to IRS IT? 

TIGTA’s oversight primarily focuses on conducting audits of the IRS’s IT program. TIGTA’s 
Office of Audit has 52 of its 262 current audit staff (20 percent) dedicated to conducting program 
and performance reviews of IRS information security, business system modernization, computer 
application development, and information technology operations. These include reviews of the 
Customer Account Data Engine 2 (CADE 2), and Modernized e-File (MeF) system; and system 
reviews necessary to process data due to new legislative changes, such as the Affordable Care 
Act. 
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For example, the Office of Audit currently has two audits underway to consider risks and 
progress with the IRS’s development efforts for its new mission critical fraud control system and 
upgrades to the IRS Integrated Financial system. 

The IRS’s current fraud detection system is the Electronic Fraud Detection System. The IRS 
determined that numerous inefficiencies and operational challenges render this system, 
implemented in 1994, too risky to maintain, upgrade, or operate beyond 2015. The Return 
Review Program system will replace the Electronic Fraud Detection System. The new system is 
considered mission critical since it will support the IRS’s emerging business model for 
administering tax returns with the goal of reducing the fraudulent refund claims paid by the IRS. 

The Integrated Financial System is the IRS’s core financial system and it annually assists the IRS 
in accounting for approximately $12 billion in operational funds. Recently, the IRS initiated 
approximately $10.5 million in system updates for the Integrated Financial System. TIGTA is 
reviewing whether the IRS has adequately planned for the recent updates of the Integrated 
Financial System to support long-term goals and to mitigate risks in accordance with the 
Department of the Treasury, IRS, and other systems development guidelines. 

2012 Tax Filing Season 

Question: What is your assessment of the 2012 filing season thus far, especially with 
regards to the performance CADE 2 and Modem e-File? Any delays like last year? 

Tax Return Processing 

The IRS received 65.2 million individual tax returns by early March 2013, compared to 71.5 
million received by early March 2012. Of these, 91.3 percent were filed electronically (e-filed) as 
compared to 89.5 percent in 2012. The IRS has issued more than 53 million tax refunds totaling 
approximately $155 billion (compared to more than 59 million totaling approximately $ 1 74 million 
in 2012). The average tax refund is $2,894, compared to $2,944 in 2012. However, when 
comparing March statistics from the 2013 Filing Season to the 2012 Filing Season, it should be 
noted that the delay in the start of this year’s filing season (discussed below) impacts the number of 
tax returns the IRS has received and processed to date. 

On January 8, 2013, the IRS announced it was delaying the start of the filing season to January 
30, 2013, to make the changes necessary to implement the American Taxpayer Relief Act and 
ensure tax returns are processed correctly. The IRS indicated most taxpayers would be able to 
file their individual tax return beginning January 30,2013. However, taxpayers filing several 
tax forms including Form 5695, Residential Energy Credits, Form 4562, Depreciation and 
Amortization, and Form 3800, General Business Credit, would not be able to file until late 
February or March 2013. We estimate this delay may have affected over 19 million taxpayers. 

In addition, the IRS announced on January 28, 201 3, that taxpayers filing Form 8863, Education 
Credits, would not be able to file their tax return until mid-February. The IRS began processing 
Form 8863 and Form 4562 on February 10, 2013, with the processing of all individual tax forms 
and schedules on March 4, 2013. 

On March 1 1, 2013, the IRS announced that the processing of approximately 600,000 tax 
returns claiming the American Opportunity Tax Credit was delayed because of a programming 
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error in a commonly used tax software package. The IRS is working with the software vendor 
to expedite the processing of these tax returns. 

The 2013 Filing Season marks the first time the IRS is accepting and processing all e-filed tax 
returns using the MeF system. IRS management confirmed the MeF system is operating within 
acceptable performance parameters. We are conducting a separate audit to assess the MeF 
system’s receiving, processing and posting of tax return information. We plan to issue our final 
report in August 2013. 

The IRS is continuing to process tax returns using the daily processing module of the CADE 2 
system. We previously reported that the IRS’s plarming for the implementation of daily 
processing was sufficient to ensure tax account transactions are processed to the Master File on 
a daily basis. In addition, we determined that transactions were posting correctly to the Master 
File. 

Customer Service 

The IRS plans to assist six million taxpayers at its Taxpayer Assistance Centers during Fiscal 
Year 2013, 1 1.8 percent fewer than the almost seven million taxpayers assisted in Fiscal Year 
2012. As of March 9, 2013, approximately 56.5 million taxpayers contacted the IRS by calling 
the various Customer Account Services function toll-free telephone assistance lines seeking 
help in understanding the tax law and meeting their tax obligations. As of March 9, 2013, IRS 
assistors have answered 8.3 million calls and have achieved a 67.8 percent Level of Service' 
and a 852 second (14.2 minutes) Average Speed of Answer. 

As of March 9, 2013, the IRS had reported more than 202 million visits to IRS.gov, a 21.1 
percent increase over the same period in the prior filing season. It had also reported over 123 
million taxpayers had obtained their refund information online via the “Where’s My Refund” 
option found on IRS.gov, a 41.7 percent increase over the same period in the prior filing 
season. However, the “Where’s My Refund” feature suffered multiple outages at the beginning 
of the filing season. These outages ranged from a few seconds to a few hours. The IRS set up a 
special team to address the outages and indicated that the problem has been resolved. 

We plan to issue our interim filing season report which will provide selected information on the 
2013 Filing Season at the end of March 2013 and our Final Report in September 2013. 


^ The primary measure of service to taxpayers. It is the relative success rate of taxpayers who call for live assistance 
on the IRS toll-free telephone lines. 
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Affordable Care Act Spending 

IRS has already spent S488 million from HHS and requested $360 million from this 
Subcommittee in 2013 for healthcare implementation. 

Question: Could you comment on the results of the half a billion that IRS has already 
spent so far on healthcare implementation? What concerns do you have about future 
implementation activities? 

TIGTA has conducted a number of audits of the IRS’s initial efforts to prepare for the 
implementation of the Affordable Care Act (ACA) tax provisions, which included hiring and 
training staff, designing and developing new systems, and issuing guidance to taxpayers and 
preparers, as well as audits of the IRS’s processing of tax returns containing the new provisions. 
We found that the IRS has developed appropriate plans to implement the tax-related provisions 
of the ACA using well-established methods for implementing tax legislation. The IRS’s plans 
address tax forms, instructions, and most of the affected publications, as well as employee 
training, outreach and guidance to taxpayers and preparers, computer programming, and data 
needs. ^ We have developed and are implementing a comprehensive audit strategy to assess the 
IRS’s efforts to implement the tax provisions within the ACA through Fiscal Year 2014. In 
addition, we will continue to evaluate future audit coverage annually. 

We reported that the IRS needs to improve its estimate of the resources needed to implement the 
ACA tax provisions. The IRS has not projected staffing needs beyond Fiscal Year 2013. A lack 
of documentation to support the staffing requirements needed to implement the ACA precluded 
TIGTA from providing an opinion on the adequacy of staffing requests to support 
implementation. 

We are in the process of completing a review of the IRS’s implementation of key Affordable 
Care Act information reporting requirements and plan to issue our report in April 2013. 

TIGTA recently completed a review of the IRS’s Income and Family Size Verification (IFSV) 
Project. This report was issued in draft to the IRS in March 2013 and should be publicly 
released later this spring. 

TIGTA’s FY 2013 audit plan includes other ACA-related reviews that address Information 
Technology (IT) risks, including new systems development as required to meet IRS 
responsibilities under the ACA legislation. We are currently auditing the Premium Tax Credit 
Project, which includes calculations necessary for designating ACA benefits. 

TIGTA is also coordinating with the Health and Human Services Office of Inspector General to 
consider the status and risk management for IRS systems and the requirements and results for 
interagency testing processes. 


^ TIGTA, Ref. No. 2012-43-064, Ajfordable Care Act: Planning Efforts for the Tax Provisions of the Patient 
Protection and Affordable Care Act Appear Adequate; However, the Resource Estimation Process Needs 
Improvement (June 2012). 
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TIGTA plans to evaluate other IT risk areas for new ACA systems, including: (1) a review of the 
IRS’s Internet portal, which will support transactions generated by ACA systems, and (2) an 
assessment of the impact of ACA business requirements on the IRS’s IT systems and control 
environment. 

Question: Based on your knowledge of IRS operations, do you have a sense of how much it 
will cost the IRS to fully implement the healthcare act, which has provisions that go into 
effect as late as 2018? 

We do not yet have a reliable estimate of the cost to fully implement the ACA. The ACA 
legislation established the Health Insurance Reform Implementation Fund (HIRIF) to pay for the 
Federal administrative expenses to carry out the ACA. The HIRIF is managed by the 
Department of Health and Human Services, which made advances to the IRS based on estimated 
future spending. During fiscal years 2010 through 2012, the IRS received and obligated $488 
million from the HIRIF. The IRS informed TIGTA that they do not expect any additional 
funding from the HIRIF after FY 2012. As a result, all costs incurred implementing the various 
ACA provisions in FY 2013 and beyond will need to be funded from the IRS’s operating budget. 
The ACA Program office informed TIGTA on February 28, 2013 that they requested $360 
million and 859 Full-Time Equivalents (FTE) in FY 2013 to continue implementation of the 
ACA. The IRS has not projected staffing needs beyond FY 2013. 


Affordable Care Act Readiness 

In 2015, all individuals will be required to report to the IRS about their health insurance. 
Having either no insurance or inadequate insurance will result in a tax penalty. 

Question: Do you think the IRS will be prepared to collect all these informational returns, 
to assess the penalties, and to administer the health insurance subsidy effectively? 

At this point, it is too early to determine whether the IRS is fully prepared. The IRS has 
developed appropriate plans to implement the tax-related provisions of the ACA using well- 
established methods for implementing tax legislation. The IRS’s plans address tax forms, 
instructions, and most of the affected publications, as well as employee training, outreach and 
guidance to taxpayers and preparers, computer programming, and data needs. 

However, we reported that the IRS needs to improve the estimate of the resources needed to 
implement the ACA tax provisions. The IRS projected its Fiscal Years 2012 and 2013 ACA 
staffing needs to be 1,278 FTEs and an additional 859 FTEs, respectively. The IRS had not 
projected staffing needs beyond Fiscal Year 2013. A lack of documentation to support the 
staffing requirements needed to implement the ACA precluded TIGTA from providing an 
opinion on the adequacy of staffing requests to support implementation. The IRS did not analyze 
each provision to determine the amount of staffing necessary to implement the provision. At the 
time of our review, IRS management indicated that they planned to complete an evaluation by 
the end of Fiscal Year 2012 of the major ACA provisions for which implementation has not been 
completed and evaluate the resources needed for implementation, especially any with specialized 
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skills. In November 20 1 2, the IRS indicated they had completed an evaluation of ACA 
provisions and the resources needed for implementation during FY 2013. The IRS indicated that 
most of the work in FY 2013 will require the use of existing resources and they would reevaluate 
the resource needs for FY 2014 in early Calendar Year 2013. 

In addition, we are in the process of completing a review of the IRS’s implementation of key 
ACA information reporting requirements. These provisions require employers and health 
insurance providers to file information returns providing information regarding the types of 
health insurance being provided and individuals who have obtained coverage. We plan to issue 
our report on the IRS’s implementation of these provisions in April 2013. 

Question: Do you think the general public understands what the Affordable Care Act 
(ACA) requires of them - that in order avoid a tax penalty in 2015, they have to purchase 
health insurance for 2014? If they don’t understand the ACA, won’t people who are 
expecting a refund be shocked to learn that they owe the IRS money? 

TIGTA has not conducted any public surveys on the general public’s understanding of the ACA 
tax. However, this is very complicated legislation and we have determined through our audits 
that whenever complicated laws are being implemented, it is more difficult for taxpayers to 
understand and comply with the law. 

Our review of the IRS’s plarming efforts for the ACA tax provisions found that the IRS has 
developed appropriate plans to implement the tax-related provisions of the ACA using 
well-established methods for implementing tax legislation. The IRS’s plans address tax forms, 
instructions, and most of the affected publications, as well as employee training, outreach and 
guidance to taxpayers and preparers. 

We are in the process of planning a review of the IRS’s efforts to provide taxpayer education and 
outreach as well as continued assistance to taxpayers with regard to the individual insurance 
mandate and the Premium Tax Credit. We will continue to assess the IRS’s efforts to assist 
taxpayers as part of our ongoing oversight of the IRS’s implementation of the ACA. 

Improper Payments 

Improper payments for refundable tax credits are always a concern and the improper 
EITC payments are a chronic concern. For years, the improper payment rate for EITC 
has hovered around 25 percent and the dollar amount around S15 billion. 

Question: Once an improper payment has been issued, what’s the cost and likelihood that 
the IRS can get it back? 

While we do not have an exact figure of the cost to the IRS to recover improper payments, the 
likelihood of a full recovery is low. Forty percent of the amounts refunded in error are not 
collected. Of the amounts collected, 70 percent are from refund offsets, which are amounts 
withheld from taxpayers’ subsequent refunds. 
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Question: Hosv can IRS prevent improper payments from being made in the first place, but 
still provide EITC payments to eligible taxpayers in a timely manner? 

The IRS must move beyond traditional compliance methods to significantly increase the number 
of improper payments it is able to identify and intercept before they are paid. For example, we 
first reported in December 2008^ that the IRS could significantly increase the number of 
erroneous Earned Income Tax Credit (EITC) claims it prevents each year if the IRS was able to 
systemically adjust the high-risk EITC claims it identifies through the use of third-party data and 
probability filters. 

The IRS has math error authority to systemically adjust claims with an invalid SSN. However, it 
must conduct an audit to address the majority of erroneous claims. The number of questionable 
claims the IRS can audit is limited to available resourees and the need for the IRS to provide a 
balanced enforcement program among all taxpayer income levels. 

The IRS has spent millions of dollars developing probability filters to improve its selection of 
EITC cases for audit. By combining the use of probability filters with external data included in 
the Dependent Database, the IRS has signifieantly inereased the effectiveness of its EITC audit 
program. However, in December 2008, we reported that the IRS did not have the resources to 
audit 93.7 percent of the questionable EITC elaims its probability filters identified. 

Math error or a similar authority can improve the IRS’s ability to address erroneous EITC claims 
before tax refunds are issued and reduce the burden on taxpayers. More than 98 percent of 
taxpayers (over 8.4 million) who received a math error notice between January 1, 2010, and July 
23, 2010, agreed with the adjustment made to their tax returns. In addition, taxpayers are 
notified immediately of the denial of the credit and told they can provide documentation to 
support their eligibility. The IRS’s goal is to resolve a taxpayer’s dispute of a math error 
adjustment within 30 calendar days of the taxpayer’s initial contact with the IRS. 


Question: Have you given the IRS any recommendations for reducing improper payments? 
Has the IRS implemented them? 

Yes. TIGTA issued 12 audit reports between June 2010 and June 2012 that reported problems 
with the IRS’s processing of refundable tax credits. Each of these reports contained 
recommendations to improve compliance with the specific program that was audited. The IRS 
has agreed with most of the recommendations; however, we generally do not know how effective 
the IRS’s corrective actions have been until we conduct a follow-up audit. We are in the process 
of planning a review to evaluate the IRS’s ongoing efforts to quantify and address improper 
payments, including its efforts to identify alternative compliance tools to address erroneous 
EITC claims. 

There are several approaches the IRS can take to identify and stop additional improper refunds 
before they are issued. 


3 xigTA, Ref. No. 2009-40-024, The Earned Income Tax Credit Program Has Made Advances; However, 
Alternatives to Traditional Compliance Methods Are Needed to Stop Billions of Dollars in Erroneous Payments 
(Dec. 2008). 
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Refundable Credits : The IRS could implement an account indicator to identify taxpayers who 
claim erroneous refundable credits. Taxpayers with such an indicator should be required to 
provide documentation before their claims are processed and should be considered for pre-refund 
examinations of claims for all refundable credits. In addition, the IRS can freeze and verify 
claims for the Additional Child Tax Credit (ACTC) on all returns for which the EITC is frozen 
due to an erroneous claim for EITC. Finally, the IRS could limit the number of tax refunds being 
sent to the same direct-deposit account to help limit the potential or extent of fraud. 

Identity theft cases : The IRS agreed with a TIGTA recommendation to use data from the 
identity theft cases to identify commonalities, trends, etc., that could be used to refine and 
expand fraud filters to detect and deter future refund-related identity theft. The IRS has started 
to implement new processes, including filtering for changes in taxpayer circumstances from 
year-to-year and establishing the Identity Theft Clearinghouse. The Identity Theft Clearinghouse 
is a specialized unit in the Criminal Investigation Division devoted to the analysis and 
development of identity theft leads. 

Legislation : The IRS should work with the Department of the Treasury’s Office of Tax Policy 
to seek legislation to expand the EITC due diligence requirements and penalties to include the 
ACTC. In addition, since Fiscal Year 2006 the President’s budget request has included a 
legislative proposal for the IRS to have expanded access to the National Directory of New Hires 
for use beyond the EITC. The expanded access would improve the IRS’s ability to identify tax 
returns with false income documents at the time the tax returns are processed. 

Collaboration : The IRS should work with other Federal agencies and banking institutions to 
develop a process to ensure that tax refunds issued via direct deposit to either a bank account or a 
debit card account are only made to an account in the taxpayer’s name. 

In December 2008, we recommended the IRS identify alternative processes that will expand the 
IRS’s ability to effectively and efficiently identify and adjust erroneous EITC claims for which 
data show that the taxpayer does not meet the EITC qualifying-child relationship and/or 
residency tests. We also recommended that the IRS work with the Assistant Secretary of the 
Treasury for Tax Policy to obtain the authority necessary to implement alternative processes to 
adjust erroneous EITC claims.’’ 

IRS management responded that the IRS will continue its ongoing efforts to identify new 
alternatives to effectively expand its treatment of EITC errors while protecting taxpayer rights 
and minimizing taxpayer burden. Specifically, IRS management agreed to conduct a study by 
April 2012 of Federal Case Registry information to determine its accuracy and applicability for 
exercising existing math error authority to deny the EITC during upfront processing of the tax 
return. In December 2011, the IRS indicated the study was completed and that the criteria could 
be used for additional examination filtering. 


4 TIGTA, Ref. No. 2009-40-024, The Earned Income Tax Credit Program Has Made Advances; However, 
Alternatives to Traditional Compliance Methods Are Needed to Stop Billions of Dollars in Erroneous Payments 
(Dec. 2008). 
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We also reported that the IRS’s aimual improper payment risk assessment process does not 
provide a reliable assessment of the risk of improper payments in tax administration. The IRS 
agreed to make improvements to its risk assessment process.^ 

Question: Should a revenue collection agency be in the business of providing income 
assistance once a year? 

Pursuant to Treasury Order 1 1 1-01, the Assistant Secretary for Tax Policy is exclusively 
authorized to make the final determination of the Treasury Department’s position with respect to 
issues of tax policy and to determine the time, form, and answer for the public communication of 
such position. 

Question: Isn’t an agency like HHS, which provides TANK to millions of people every 
month, better equipped to assist families in need? 

TIGTA does not have a position on this; it is not within our jurisdiction. 

Return Preparer Program 

The Return Preparer Program is a marquee initiative of IRS to reduce the tax gap, but a 
District court decided that IRS has no authority to regulate paid return preparers. 

Question: Should IRS have been aware of a serious legal threat to the program and 
apprised this Committee of it before expending as much as $46 million in appropriated 
funds on the program? 

The IRS initiated its Return Preparer Program in January 2010, which was 27 months prior to the 
filing of a lawsuit that challenged the program. The IRS has stated that its Return Preparer 
Program was within its inherent authority to regulate return preparers under Title 31, United 
States Code (U.S.C.) Section 330, which governs the IRS’s authority to regulate those who 
practice before the IRS. The IRS required paid tax return preparers to register through the 
issuance of regulations under Section 6109 of the Internal Revenue Code. Further, the IRS 
reported the preparation of a tax return for compensation is a form of representation before the 
agency. 

In January 2013, the United States District Court for the District of Columbia enjoined the IRS 
from enforcing the regulatory requirements for return preparers. On February 3, 2013, the IRS 
announced that it had reopened its PTIN system for new applications and renewals after the court 
clarified that the injunction did not affect a separate set of regulations requiring tax preparers to 
have a PTIN, or prevent the IRS from operating its testing or continuing education centers on a 
strictly voluntary basis. 


^ TIGTA, Ref. No. 2013-40-015, Improper Payment Elimination and Recover Act Risk Assessments of Revenue 
Programs Are Unreliable (Jan. 20 1 3). 
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Question: How does this reflect on the IRS’s ability to identify, assess, and address 
uncertainty? 

The IRS has stated that its Return Preparer Program was within its inherent authority to regulate 
return preparers under Title 31 U.S.C. § 330, which governs the IRS’s authority to regulate those 
who practice before the IRS. Between July and September 2009, the IRS held three public 
forum meetings for individuals and representatives of diverse constituent groups to obtain input 
on the development of tax preparer performance standards. Although the IRS did conduct legal 
analysis and receive public input in designing this program, it is admittedly difficult for any 
entity to predict the outcome of future judicial proceedings. 
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Questions for the Record Submitted by Congressman Tom Graves 
Indoor Tanning Service Tax 

I would like to raise two issues related to the first tax that was imposed under Obamacare, 
which, of course, was the 10% excise tax on indoor tanning services. Based on data that 
you provided last August to Congresswoman Emerson, the former chair of this 
Subcommittee, the number of businesses filing returns dropped significantly, 
approximately 13%, from the peak in March, 2011, which can only mean businesses are 
closing their doors. In my own state of Georgia, the industry estimates 15% of the 
businesses closed as a result of the tax. Further, the receipts averaged on S21.7 million in 
the flrst 7 quarters which is less than one-third of the projected revenue. While this tax is 
killing jobs in the private sector, the IRS requested an increase of more than S11.5 million 
to hire an additional 81 IRS agents just to enforce this tax. Putting aside the absurdity of 
taxing something like indoor tanning, there seems to me to be a point of diminishing 
returns where it costs T reasury so much money to collect a tax that creates such little 
revenue. 

Question; In your opinion, at what point does this constitute a nuisance tax and deserve 
repeal? 

Pursuant to Treasury Order 1 1 1-01, the Assistant Secretary for Tax Policy is exclusively 
authorized to make the final determination of the Treasury Department’s position with respect to 
issues of tax policy and to determine the time, form, and answer for the public communication of 
such position. 

When the IRS issued regulations for implementing the 10% excise tax on indoor tanning 
services, payments to a Qualified Physical Fitness Facility (QPFF) that includes access to 
indoor tanning services are not subject to the indoor tanning services excise tax. This 
exclusion for QPFF's was put in the regulations without direction from the Congress and 
without any statutory authority. Businesses in my home state are telling me that QPFF's 
are using this exclusion to create a competitive advantage luring customers away from 
professional indoor tanning facilities by marketing and advertising the fact that QPFF 
customers don't have to pay the tax. By this action you have picked winners and losers. 

Question: Is the IRS aware this is going on? 

I do not have an answer to this question as TIGTA has not done any work to address this issue. 

Question: Are there any plans to address this competitive advantage your agency has 
created for one segment of the industry? 

This is a tax policy issue, which is within the purview of the Assistant Secretary for Tax Policy. 
In addition, we do not know if the IRS has plans to address this issue. 
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Questions for the Record Submitted by Congresswoman Jaime Herrera-Beutler 

Tax Gap 

In your testimony last year, TIGTA recommended that if the IRS reduced the time 
between each balance-due notice by seven days it could collect an additional S363 million 
and save taxpayers S1.8 million in interest payments. 

Question; Has the IRS implemented your recommendation? 

The IRS has delayed implementation of corrective actions until July 2013. In our report, we 
stated a study was necessary to analyze the impact of reducing the time between each reminder 
notice to quantify the benefits. We are not aware of any such study or further analysis. 

IRS Business Systems Modernization (BSM) 

The BSM account provides funding for the development of new tax administration systems 
and investments in electronic filing. Last year you noted that the Business Systems 
Modernization remained a risk for the IRS. 

Question; Do you believe that there still are risks for the IRS with the Business Systems 
Modernization or has the IRS made improvements to the program? 

The Business Systems Modernization Program (Modernization Program) is a complex 
effort to modernize IRS technology and related business processes. These complex efforts 
continue to pose significant technological and business challenges and risks for the IRS. 

Since January 2012, the IRS has implemented daily updating of taxpayer accounts and daily 
processing of returns; however, the implementation of the CADE 2 relational database designed 
to replace the 1960s-era Individual Master File is at risk of not meeting timeframes for providing 
data to other systems. Additionally, while the IRS upgraded the Modernized e-File system to 
accept and process over 125 new individual tax forms in 2012, performance issues delayed the 
goal to retire the legacy electronic filing system and have delayed the implementation of 
employment-related business forms. Modernizing legacy tax administration systems to receive 
and process CADE 2 data and to process new legislative changes, such as the Affordable Care 
Act, will continue to be a major challenge and risk for the IRS. 

While program improvements have been made, as demonstrated by the Government 
Accountability Office’s reduction of the risk of the Modernization Program from a material 
weakness to a significant deficiency, the IRS needs to continue stressing improvements in its 
overall processes and performance. 
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Identity Theft and Tax Fraud 

Your testimony notes that the vietims of identity theft are still not receiving the necessary 
assistance. 

Question: To what extent has the IRS implemented your recommendations from the May 
2012 Audit on stolen identities and how can it improve identifying taxpayers that are 
victims of identity theft? 

We made eight recommendations in our May 2012 report. The IRS agreed to take corrective 
actions on each of our recommendations. We are currently assessing the IRS’s implementation 
of their corrective actions. Our preliminary results include that the IRS established a governance 
structure comprised of senior executives from operating divisions. The governance process 
oversees the implementation of enterprise-wide identity theft initiatives within the IRS 
organizations, collaborates on identity theft issues or concerns, and assesses overall program 
delivery. In addition, the IRS created a specialized unit in the Accounts Management function to 
exclusively work identity theft cases. We expect to issue our follow-up report in September 
2013. 

Last November, before the Committee on Oversight and Government Reform, your 
testimony reiterated a July TIGTA Audit recommendation that IRS should limit the 
number of tax refunds that can be sent to a single direct-deposit account. IRS said they 
would evaluate the feasibility of such restrictions with the Financial Management Service. 

Question: Has the IRS come to a final determination how they can implement such 
restrictions? 

Responding to recommendations made in our July 2012 report, the IRS indicated that it does not 
have the authority to limit the number of tax refunds issued via direct deposit to the same bank 
account or debit card account. However, the IRS developed additional filters designed to 
identify and stop returns with similar direct deposit characteristics. The IRS is also working with 
various financial institutions to find ways to recover refunds determined to be fraudulent. In 
addition, the IRS is working with the Financial Management Service to approve a pilot program 
which allows financial institutions to reject direct deposit returns for mismatches between the 
account name and the name on the tax return. We currently have an ongoing audit assessing the 
specific actions the IRS has taken in response to recommendations in our July 2012 report. We 
expect to issue our follow-up report in June 2013. 

EITC 

Question: Does TIGTA have any recommendations how the IRS can reduce the estimated 
S12 to S14 billion in improper EITC payments from FY 2012 since the IRS has not 
produced any targets or strategies? 

The IRS must move beyond traditional compliance methods to significantly increase the number 
of improper payments it is able to identify and intercept before they are paid. For example, the 
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IRS could significantly increase the number of erroneous EITC claims it prevents each year if it 
was able to systemically adjust the high-risk EITC claims it identifies through the use of third- 
party data and probability filters. The IRS has math error authority to systemically adjust claims 
with an invalid SSN. However, it must conduct an audit to address the majority of erroneous 
claims. The number of questionable claims the IRS can audit is limited to available resources 
and the need for the IRS to provide a balanced enforcement program among all taxpayer income 
levels. 

The IRS stated in its March 15, 2013 report to TIGTA (required by Executive Order 13520) that 
it will work with the Office of Management and Budget to develop supplemental measures and 
indicators in lieu of EITC improper payment reduction targets. The report also states that the 
IRS will continue to rely on improved tax return preparer compliance to reduce EITC improper 
payments. 

American Opportunity Tax Credit 

Question: How can the IRS identify the false claims for the AOTC? 

Our September 2011 report found that the IRS did not have effective processes to identify 
taxpayers who claimed erroneous education credits. These ineffective processes have resulted in 
2.1 million taxpayers receiving a total of $3.2 billion in education credits ($1.6 billion in 
refundable credits and $1.6 billion in nonrefundable credits) that appear to be erroneous. Over 
four years, erroneous education credits could potentially reach $12.8 billion. 

In response, the IRS developed a multifaceted strategy to address erroneous AOTC claims. Its 
Fiscal Year 2013 strategy includes: testing audit strategies for claims where students are not of 
an age likely to be enrolled in a qualifying education program; expanding the use of notices for 
potentially erroneous AOTC claims; exploring the feasibility of using additional third-party data 
to verify eligibility; modifying Form 8863, Education Credits; and exploring modifications to 
Form 1098-T [Tuition Statement]. We are continuing to monitor the IRS’s efforts to identify 
erroneous education credit claims as part of our review of the 2013 Filing Season. We plan to 
issue our report in September 2013. 

Question; Is there a way that the IRS can implement a filter that would identify these false 
claims as it did for elderly taxpayers or is there additional information that returns must 
include when claiming the AOTC? 

During the 2012 Filing Season, the IRS implemented filters to identify potential identity theft 
returns with questionable AOTC claims by elderly taxpayers. The combination of a person’s age 
and education credits are common indicators of potential identity theft. The IRS stated that it 
also began testing the Automated Questionable Credit (AQC) program. The AQC program is a 
cost-efficient program intended to address returns where there is reasonable certainty an 
erroneous deduction or credit was claimed but the IRS does not have math error authority to 
deny the deduction or credit. 

In order to better identify questionable claims and prevent refunds from being issued on those 
found to be erroneous during the 2013 Filing Season, the IRS stated that it has developed and is 
testing an underage filter that will be implemented to supplement the existing Identity Theft and 


14 



74 


Elderly filters. The IRS will also use the AQC program to initiate correspondence to taxpayers 
and, if appropriate, issue the requisite Statutory Notices of Deficiency to disallow erroneous 
credit claims before payment. For those cases that are not appropriate for resolution through the 
AQC program, the IRS plans to continue to use existing examination resources to supplement its 
efforts to address erroneous claims. 

Cost Savings and Program Efficiencies 

In your testimony you identified several measures that the IRS can take to increase 
additional savings if the IRS implemented recommendations for a shared workstation 
program for telework employees. The Audit report notes the IRS negotiated a program 
with National Treasury Employees Union to take effect on October 1, 2012. 

Question: Has this agreement taken effect? 

This agreement has taken effect. Additionally, the IRS advised us in January 2013 that it has 
already completed a review of real estate projects in process for workstation sharing 
opportunities. 

TIGTA Audit on Inadequate Aircard and BlackBerry Assignment 

In this testimony and the Audit on Inadequate Aircard and BlackBerry Assignment, TIGTA 
noted that there were steps the IRS can take to reduce unnecessary spending and save up to 
$5.9 million over five years. In the Audit report, TIGTA noted that the IRS only agreed to 
two of the six recommendations. 


Question; Do you believe that the IRS should fully implement your additional 
recommendations to achieve maximum savings? 

Yes. We still believe the IRS should fully implement our recommendations. In their response, 
IRS management agreed with two of our six recommendations. Although IRS management 
disagreed with our recommendation to establish a pooling policy for aircards, they agreed to 
conduct a business assessment to determine if a shared aircard policy would be effective. IRS 
management disagreed with our three remaining recommendations, citing previously existing 
procedures. However, based on the large number of unapproved and unused devices identified 
during the audit, TIGTA believes the IRS should take action to enhance its existing controls. 
This includes ensuring that a consistent, documented process exists for the business units when 
approving these devices. In addition, the IRS needs to develop processes to identify employees 
assigned a BlackBerry with no data use to determine whether the BlackBerry should be replaced 
with a lower costing cellular telephone. 
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TIGTA Audit: Many Taxpayers Are Still Not Complying With Noncash Charitable 
Contrihution Reporting Requirements 

In another Audit from December, TIGTA estimated over 273,000 taxpayers claimed 
approximately $3.8 billion in erroneous noncash charitable contributions which resulted in 
a $1.1 billion reduction in tax during Tax Year 2010. 

Question: How well has the IRS implemented the recommendations to ensure that the 
number of false claims can be reduced? 

IRS management indicated the corrective actions to address our recommendations would not be 
implemented until early in Calendar Year 2014. We made six recommendations to the IRS to 
improve the processing of deductions for noncash charitable contributions. These 
recommendations included expanding procedures to identify taxpayers that claim noncash 
charitable contributions with no Form 8283, Noncash Charitable Contributions, or a qualified 
appraisal when required, developing systemic processes to verify the accuracy of noncash 
charitable contributions, revising the Form 8283 and related instructions, and matching Form 
1098-C, Contributions of Motor Vehicles, Boats, and Airplanes, submitted with individual tax 
returns to those submitted by charitable organizations.* 

The IRS agreed with three of our six recommendations and partially agreed with one. IRS 
management did not agree with TIGTA’s conclusion that information contained in the Individual 
Return Transaction File is incorrect. In addition, IRS management did not agree to match Forms 
1098-C submitted with individual tax returns to those filed by charitable organizations. 

Individual Taxpayer Identification Number (ITIN) 

Last year, TIGTA provided nine recommendations to ensure questionable ITIN 
applications are reviewed and verified and the IRS agreed with seven. 

Questions: How has the IRS progressed in complying with those recommendations outlined 
in the report and what was the outcome of their internal review on the remaining two 
recommendations? 

The IRS has initiated corrective actions to address seven of the nine deficiencies identified in our 
July 2012 report. Tests show that the new requirements and the corrective actions implemented 
have improved IRS tax examiners’ ability to identify and reject questionable ITIN applications. 
The IRS is still working on addressing the following two recommendations: 

Analyze information included in the Real-Time System to identify indicators of questionable 
ITIN applications for the purpose of proactively identifying questionable applications during 
processing. 

Establish organizational lines of responsibility, processes, and procedures for detecting, 
referring, and working ITfN application fraud schemes. 


TIGTA, Ref. No. 2013-40-009, Many Taxpayers Are Still Not Complying With Noncash Charitable Contrihution 
Reporting Requirements (Dec. 2012). 
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Questions for the Record Submitted by Ranking Member Jose Serrano 
Sequestration 

All federal agencies, large and small, will be affected by sequestration. 

Question: How will your office, which is 80 percent personnel costs, handle the cuts? 

To achieve the savings necessary to meet its reduced funding level under sequestration, TIGTA 
conducted an extensive review of all of its expenses resulting in significant reductions to its 
travel, training, supplies, contracts, and overtime budgets. Spending on new training and travel 
has been reduced so only mission critical travel as well as training for required certifications will 
be approved. In addition, TIGTA will not purchase or lease any new Government Owned 
Vehicles in Fiscal Year 2013. To save additional costs, TIGTA has implemented a hiring freeze 
for the remainder of the fiscal year and will not issue any discretionary monetary awards for the 
remainder of Fiscal Year 2013. 

As staffing levels are reduced under the hiring freeze, not only will the number of high-risk 
investigations, audits, inspections and evaluations be reduced by a corresponding percentage, the 
length of time to complete reviews will increase. This reduction will result in discovering fewer 
financial benefits, including cost savings and funds put to better use. 

Question: What will you have to put on hold? 

The Office of Investigations (01) will have to put proactive threat and investigative fraud 
initiatives on hold. In addition, 01 will investigate fewer complaints of IRS employee 
misconduct, fraud, waste, and abuse. We are also concerned that we will not be able to fully 
investigate serious crimes including threats as the year goes on. 

Most audit work that requires travel to various IRS locations will be limited or canceled. As 
such, the Office of Audit will encounter significant scope limitations for many of its audits that 
require travel. For some audits, the effect of this limitation will be too substantial to continue the 
audits. This will affect audits in each of our program areas, including audits of IRS compliance 
and enforcement programs, fraud detection, tax return processing, tax exempt organizations, 
procurement, IRS physical security vulnerabilities, new IRS security systems. Affordable Care 
Act systems, and other information technology systems such as the CADE 2 database. 

The impact of cancelling these audits on the effective and efficient operation of the tax system is 
significant. For example, audit teams will not be able to conduct some audits in “real-time” by 
evaluating the design of a new system as it is being built and performing security reviews and 
scans before systems are deployed. Two recent successes of this audit approach are the audits of 
CADE 2 and Modernized e-File. We made immediate recommendations during the audits for 
the IRS to conduct more aggressive testing before placing the applications into service. The IRS 
agreed and this ensured the systems had increased capability to handle peak volumes. The 
benefit of making recommendations upfront at the time systems are being designed and tested 
cannot be overemphasized. The alternative is to wait and audit systems after they have been 
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placed into service and problems start surfacing. However, this is costly to the IRS and 
burdensome to taxpayers. Additionally, if the system flaw allows fraudulent refunds to be 
issued, the impact is potential loss of taxpayer funds. 

Tax Gap 

As your testimony states very clearly, the most recent calculation of the tax gap is S450 
billion, and that doesn’t even include the international side of the equation. To put that in 
context, the sequestration fight is over $85 billion this year. If we closed the tax gap, we 
could fix several years’ worth of sequestration. Instead, we are cutting the IRS. 

Question: How does the IRS even begin to close the tax gap with fewer resources than it 
has currently? 

The IRS will be challenged to close the Tax Gap with fewer resources. The strategy to close the 
Tax Gap is based on a multifaceted approach to increase the Voluntary Compliance Rate. This 
includes improving customer service to allow the IRS to migrate more customer service 
interactions from phones and walk-in sites to automated self-service options; implementing 
third-party information reporting programs through matching Form 1 099-K information with 
businesses’ reported income; enhancing domestic and international tax enforcement activities 
through programs such as the Offshore Voluntary Disclosure Program; and, working to propose 
and enact legislative proposals to increase tax compliance. Fewer resources will reduce the 
abilities of the IRS to implement these initiatives. 

Question: Do you believe the tax gap will grow as a result of sequestration, and if so, do you 
care to hazard a guess at how much it will grow? 

In a February 7, 2013, letter to Congress, the Acting Treasury Secretary outlined the potential 
impact of sequestration to the IRS. The Acting Treasury Secretary indicated the IRS would be 
forced to complete fewer tax return reviews and would experience a reduced capacity to detect 
and prevent fraud, resulting in the potential of billions of dollars in lost revenue and further 
complicate deficit reduction efforts. 

In addition, there will likely be fewer taxpayers served by customer service, fewer dollars 
collected, fewer criminal prosecutions, and less progress on building future capabilities and 
efficiencies. Although quantification is not possible, the sequestration will have an effect on 
current and future tax compliance. 

Question: Are there ways to attack the tax gap even in this austere environment? 

The IRS and Treasury have developed a multifaceted Tax Gap reduction strategy. Besides 
devoting additional resources to enforcement, the IRS can use other methods to address the 
different types and causes of noncompliance. Specifically, enhanced information reporting by 
third parties, modernized information systems, and increased leveraging of external resources, 
such as paid tax return preparers and whistleblowers, can help improve tax compliance. 
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Tax Gap reduction is an incremental effort to increase voluntary compliance and is an ongoing 
process. The way to attack the Tax Gap in an austere environment is to continue to build 
organizational capability and capacity. At the same time, reforming and simplifying the tax law 
and increasing the visibility of transactions through information reporting would help the IRS to 
identify noncompliance at less cost. 

There are several approaches the IRS can take to identify and stop additional improper refunds, 
which contribute to the Tax Gap, before they are issued. 

In addition, the Foreign Account Tax Compliance Act (FATCA) is an important development in 
U.S. efForts to improve tax compliance involving foreign financial assets and offshore accounts 
which, if successful, could help to reduce the Tax Gap. 

Under FATCA, U.S. taxpayers with specified foreign financial assets that exceed certain 
thresholds must report those assets to the IRS. This reporting will be made on Form 8938, which 
taxpayers attach to their Federal income tax return, starting this tax filing season. In addition, 
FATCA will require foreign financial institutions to report directly to the IRS information about 
financial accounts held by U.S. taxpayers, or held by foreign entities in which U.S. taxpayers 
hold a substantial ownership interest. 

The FATCA systems development project is being considered by IRS as a major IT investment 
and it is managed by the IRS Chief Technology Officer. 

IRS Business Systems Modernization (BSM) 

The IRS is engaged in a very long-term technology upgrade called the BSM project. In 
past years, we have explored this topic exhaustively from the IRS, GAO, and OMB 
perspectives. Recently, the Business Modernization Project at the IRS was removed from 
GAO’s High Risk List, after being included for the past 18 years. It’s quite a feat for the 
IRS, and I know your office, among others, helped the IRS to identify and resolve issues 
with this program. 

Question: How has your office been included in these improvements? 

The current IRS IT executives have encouraged stakeholder engagement and transparency in 
their IT program activities. We continue to conduct audits of the BSM project and have 
embedded TIGTA IT auditors into the daily activities of the Modernization project management 
teams to perform online auditing for IT development projects. In this role, auditors listen to 
daily project meetings, have access to draft documents, and make recommendations before the 
project is completed. 
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Question: What types of investigations or audits have you done of the BSM project? 

We have conducted various reviews of the BSM project. For example, we reviewed the systems 
development lifecycle methodology, governance processes, requirements development and 
testing, security, CADE 2 prototypes, and system performance and capacity. 

TIGTA has completed the following audits of the IRS BSM program; these audits provided 
recommendations for improving the Customer Account Data Engine (CADE 2) and the 
Modernized e-File applications which are the primary pillars of the BSM program: 

TIGTA, Ref. No. 20 1 1 -20-127, The Customer Account Data Engine 2 Program Management 
Office Implemented Systems Development Guidelines: However, Process Improvements Are 
Needed to Address Inconsistencies (Sept. 2011). 

TIGTA, Ref. No. 2012-20-122, Customer Account Data Engine (CADE 2): System 
Requirements and Testing Processes Need Improvements (Sept. 2012). 

TIGTA, Ref. No. 2012-20-120, Annual Assessment of the Internal Revenue Service 
Information Technology Program (Sept, 2012). 

TIGTA, Ref. No. 2012-20-121, Despite Steps Taken to Increase Electronic Returns, 
Unresolved Modernized e-File System Risks Will Delay the Retirement of the Legacy e-File 
System and Implementation of Business Forms (Sept. 2012). 


Question: From your perspective, is success for the BSM project in sight? 

No. The BSM project is a very complex long-term program that continues to face risks. It 
involves integrating thousands of hardware and software components while replacing outdated 
technology and maintaining the current tax system. 

Question: Will you be able to tell us next year that the legacy projects have been retired 
and that the system is operating at full capacity? 

The BSM project is a multi-year project and will not be completed next year; however, certain 
legacy systems may be retired as individual systems are successfully implemented. For example, 
if the Modernized e-File system successfully performs during the 2013 Filing Season, the IRS 
may retire the legacy e-file system. 
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Tuesday, April 9, 2013. 

INTERNAL REVENUE SERVICE 
WITNESS 

STEVEN MILLER, ACTING COMMISSIONER 

Mr. Crenshaw. Well, the hearing will come to order. Today the 
Subcommittee is going to look at the activities and the operations 
of the Internal Revenue Service, and we are going to hear testi- 
mony from Acting Commissioner Steve Miller. 

Welcome, Mr. Miller. Thank you for being here today to spend 
the afternoon with us. I want to thank you for all your years of 
service with the IRS and to our country and all IRS employees as 
well. I want to specifically compliment the agency on being re- 
moved from GAO’s high risk list with regard to business systems 
modernization. I think that is a giant step forward. 

Now, according to the IRS Oversight Board, 72 percent of Ameri- 
cans believe that they have a civil duty to pay their fair share of 
the taxes, but because our tax code is so complicated, that this is 
easier said than done sometimes. And so because of that, it falls 
to the IRS to help individuals correctly file their tax returns and 
to pay their taxes. It also falls on you to investigate and find indi- 
viduals who are trying to cheat. I know that the authorizing com- 
mittees are working on tax reform, and hopefully this effort will in- 
clude making the tax code a little more understandable, a little 
more simple, and therefore, easier for them to comply with it and 
easier for you to enforce. 

You are also responsible for administering numerous complicated 
tax credit programs. Improper payments in those programs, how- 
ever, exceed over $15 billion a year and obviously, that is a very 
troubling number, and I don’t think we ought to tolerate that. The 
IRS is the largest agency funded by this Subcommittee. You have 
over 90,000 employees. 

Now, we don’t have the President’s budget yet. I don’t know that 
you have it yet. We are supposed to get it tomorrow. Better late 
than never, as they say. But we don’t know what is going to be in 
that, but we do know that the House resolution, the Wdget resolu- 
tion from the House, the budget resolution from the Senate, both, 
I guess, include the sequester as part of that budget resolution. 

So what that means is that it may be unrealistic to think that 
there is going to be much of an increase this year. We don’t know 
that yet, but certainly this Subcommittee wants to work with you 
and your staff to work judiciously and selectively to make invest- 
ments where we need to make investments and to make cuts where 
we need to make cuts. We want you to be able to meet your obliga- 
tion to obviously collect the taxes and also to pursue the people 
that cheat. 
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So, again, welcome Acting Commissioner Miller. We look forward 
to your testimony. I think the whole committee is going to be inter- 
ested in learning how you are coping with the sequester, how you 
are identifying this identity theft, which seems to be growing every 
year. We have talked about reducing the burden of tax compliance, 
and just, I think overall, understanding how you are making use 
of the resources that you have. 

So, with that, I would like to yield to my ranking member, Mr. 
Serrano, for any opening statement he might like to make. 

Mr. Serrano. Thank you, Mr. Chairman, and welcome back. 

We both welcome each other back. I join you in welcoming, I 
think. Commissioner Miller, before the Subcommittee. The Presi- 
dent’s Fiscal Year 2014 budget request does not come out until to- 
morrow. While you may be unable to share the details with us here 
today, it is my hope that you will be able to discuss some of the 
IRS’ general priorities with us. 

Obviously, as a result of the sequester and flat funding in the 
continuing resolution, the IRS has been left with a number of enor- 
mous budgetary holes that must be filled. We will hopefully get a 
chance to discuss the impact of the sequester and whether you ex- 
pect revenue to be lost as a result of the funding cuts to the IRS. 

Unfortunately, I think that the reduced budget for the IRS will, 
simply put, help increase our deficit. I find it difficult to believe 
that we encourage greater tax compliance with less money for the 
enforcement agents and less funding for the very people who an- 
swer the many tax questions the taxpayers have. Resources at the 
IRS are used to assure that people follow the laws that Congress 
has passed and that Americans pay the taxes they owe. It is self- 
defeating to ask people to obey the law and then to reduce the 
number of people we have to ensure compliance. 

One particular area of concern is a continued implementation of 
the several tax related provisions contained in the Affordable Care 
Act. Many of the tax credits are due to come online this year, and 
unfortunately, the recent continuing resolution did not include the 
requested additional funding to help the IRS implement these nec- 
essary changes. 

The Affordable Care Act recently celebrated its third anniver- 
sary, and yet there are some in Congress who seem to forget that 
it is the law of the land. The IRS needs funding to update the com- 
puter systems and answer any questions that taxpayers have about 
these new provisions. Ignoring the reality will not stop the fact 
that the Affordable Care Act is law. It will only create confusion 
for taxpayers and divert IRS resources from other initiatives. Hope- 
fully, we will get a chance to discuss what the IRS is doing to im- 
plement the Affordable Care Act and how your efforts have been 
impacted by both the continuing resolution and the sequester. 

Mr. Chairman, the IRS remains the one organization that most 
Americans interact with in some form. For many individuals, it is 
the only interaction they have with the government. We need to do 
our utmost to ensure that the IRS has the resources to do the job 
we in Congress have given them and that they have the ability to 
serve the American people in a way that is responsive, efficient, 
and fair. 
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I hope that as we move forward with the fiscal year 2014 appro- 
priations, all of us here can agree to do that, and I thank you, Mr. 
Chairman. 

Mr. Crenshaw. Thank you, Mr. Serrano. 

Now we will recognize Acting Commissioner Miller for your open- 
ing statement. If you could keep it in the neighborhood of about 5 
minutes, we will be happy to submit your written statement for the 
record. The floor is yours. 

Mr. Miller. Absolutely, sir. Chairman Crenshaw, Ranking Mem- 
ber Serrano, members of the Subcommittee, thank you for the op- 
portunity to appear today. 

The Fiscal Year 2014 budget, as you mentioned, has not been re- 
leased yet, but there is still much that I can report to you. As you 
are aware, the IRS is vital to the functioning of government, col- 
lecting $2.5 trillion in gross revenue in 2012. That is 92 percent of 
all Federal receipts. 

Let me start by stating that the current filing season is running 
very smoothly. Through March 29th, the IRS received 88 million 
individual returns and issued 72 million refunds for a total of $202 
billion back into the economy. This feat has unfolded despite the 
difficult challenges that were presented by substantial tax law 
changes that were not enacted until January 2nd of this year. 

It is important to understand, however, that these accomplish- 
ments and those that I outlined in my testimony may not be sus- 
tainable within the current budget environment. I think we will 
continue to succeed with the filing season, and we will continue our 
efforts to maintain excellence in performance, but that performance 
will begin to reflect the impact of the large budget cuts of the last 
few years. This means that there will be a steady erosion of the 
service we provide to taxpayers and in the amount of money that 
we collect. We will continue to find efficiencies, and you will see 
that we have been aggressive in this regard, and we will continue 
to dedicate staff and resources where they are most essential. 

Thus, for example, we will continue to commit staff to resolving 
identity theft cases even at the cost of fewer people on our toll free 
1040 line and fewer people on our collection lines. And if these cuts 
continue, future service and enforcement levels will in fact reflect 
a more austere reality. 

In this regard, let me note the effects of sequester. We have said 
publicly that the IRS faces up to seven furlough days this fiscal 
year. We anticipate the first day that the IRS will be closed to be 
around the Memorial Day holiday. Due to sequester, we anticipate 
a considerable reduction in the revenues we collect and the calls 
that we can take. Notwithstanding difficult budgets, we have ac- 
complished much, however. We delivered smooth filing seasons and 
successfully carried out core duties while making important 
progress on a number of our initiatives, and our efforts to address 
identity theft and refund fraud are having an impact. 

Over 3,000 IRS employees are working on identity theft as we 
speak. That is more than double the number at the start of last fil- 
ing season. Last fiscal year, the IRS expended nearly $330 million 
of its budget on identity theft, and it was money well spent. During 
fiscal year 2012, the IRS protected more than $20 billion in rev- 
enue, up from $14 billion in the prior year. So far this filing season. 
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the IRS has suspended or rejected over 2 million suspicious re- 
turns, and we have been more efficient, even as our budget has 
been reduced about $1 billion since 2012. That represents an al- 
most 8 percent cut in our budget. 

We have been asked to tackle significant new challenges, some 
of which Mr. Serrano mentioned, including identity theft, ACA and 
the new foreign reporting rules under FATCA. We addressed some 
of these cuts by cutting expenses by almost half a billion dollars 
in recent years, and we have also been strategic in our hiring deci- 
sions, using buyouts last year and reducing expenses in nonlabor 
categories as well. 

By closely managing hiring, we have seen a reduction in the total 
number of full-time permanent IRS employees by almost 7,000 be- 
tween the end of 2010 and 2012. Note that we are currently run- 
ning nearly 10,000 employees below where we were at this time 
during the 2010 filing season. In our nonlabor spending, we limited 
operating travel expenses to mission critical needs, and we have in- 
creased the use of virtual delivery for meetings and training. This 
has allowed the IRS to reduce travel costs by almost $159 million, 
a 55 percent decrease from 2010. 

We have also reduced spending on professional and technical 
service contracts by $200 million and reached $60 million in print- 
ing and postage savings, as well as achieved aggressive reductions 
in rent payments. 

Mr. Chairman, we will continue our efforts to be fiscally prudent 
and will make wise investments in our strategic priorities and en- 
forcement service and business modernization. However, as I noted, 
without a change in the current budget environment, the American 
people will see erosion in our ability to serve them and the Federal 
government will see fewer receipts from our enforcement activities. 

Thank you, sir, and I would be glad to take any comments or 
questions. 

[The information follows:] 
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WRITTEN TESTIMONY OF 
STEVEN T. MILLER 
ACTING COMMISSIONER 
INTERNAL REVENUE SERVICE 
BEFORE THE 

HOUSE APPROPRIATIONS COMMITTEE 
SUBCOMMITEE ON FINANCIAL SERVICES AND 
GENERAL GOVERNMENT 
ON THE IRS BUDGET 
APRIL 9, 2013 


INTRODUCTION 

Chairman Crenshaw, Ranking Member Serrano, and Members of the Subcommittee, 
thank you for the opportunity to appear before you today. 

As we mentioned to the Subcommittee staff recently, the Fiscal Year 2014 Budget for the 
IRS has not yet been released. But there is still much I can report to you on our budget 
situation and on our ongoing efforts to save taxpayer dollars and work more efficiently. 
The IRS remains committed to being as efficient as possible and spending taxpayer 
dollars wisely. We will continue to find savings wherever we can, while investing in 
strategic priorities that allow us to fulfill our dual mission of strong enforcement of the 
tax laws and excellent customer service. The IRS consistently achieves a high return on 
investment for its activities while running a fiscally disciplined operation. 

The IRS is vital to the functioning of government and keeping our nation and economy 
strong. In FY 2012, the IRS collected $2,524 trillion in gross revenue to fund the federal 
government, approximately 92 percent of all federal receipts. Moreover, for FY 2012, we 
processed more than 147.6 million individual tax returns and issued more than 121.6 
million refunds to individual taxpayers totaling $333 billion. The current filing season is 
running very smoothly. Through March 29, 2013, the IRS received 88.28 million 
individual returns and issued 72.2 million refunds for a total of $201.5 billion. The 
average dollar refund is about $2,800, and the IRS has directly deposited 61.1 million 
refunds to taxpayers thus far. 

The IRS will use the funding in the President’s Budget request to carry out its mission, 
which includes: improving service to taxpayers; increasing our efforts against refund 
fraud; making our compliance efforts more strategic; using new tools, data, and 
capabilities to conduct a balanced enforcement program, including improving our use of 
data received through third-party information reporting; and taking the next steps in 
building out our e-filing platforms and taxpayer account database. The IRS will also 
continue to administer tax-related provisions of major legislation, including the Foreign 
Account Tax Compliance Act (FATCA) and the Affordable Care Act. 
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It is important to understand that the aeeomplishments outlined below may not be 
sustainable within the eurrent budget environment. We will eontinue to attempt to 
maintain our exeellenee, but our performance could begin to reflect the impact of the 
budget cuts of the last few years. This does not mean there will be a catastrophic event or 
failure at the IRS; however, there could be a steady erosion in the service we provide to 
taxpayers and in the amount of money we collect through enforcement activities. We will 
continue to find efficiencies, and you will see that we have been aggressive in recent 
years in this regard. We will continue to dedicate staff and resources to the most essential 
uses and in the most critical areas. For example, we will continue to commit staff to 
resolving identity theft cases, even at the cost of having fewer people on our toll-free 
taxpayer service line or on our automated collection phones that help us collect past due 
taxes. 


A Record of Success 

Let me outline what we have accomplished. The IRS is proud of its record over the last 
several years. We have delivered smooth filing seasons and successfully carried out other 
core duties while also making important progress on a number of strategic initiatives. 
These initiatives include; cracking down on international tax evasion; fighting all refund 
fraud, but especially that related to identity theft; improving return preparer compliance; 
leveraging data analytics in order to improve our operations; modernizing our technology 
to benefit both taxpayer service and compliance; and positioning our workforce to ensure 
the IRS is prepared for tomorrow’s challenges. 

The 2013 filing season started with difficult challenges for the IRS. As the Subcommittee 
is aware, substantial tax law changes were enacted on January 2 of this year, just before 
the IRS would normally begin accepting e-filed returns. IRS staff worked nonstop, 
around the clock, to make changes to systems and forms necessary to open the tax filing 
season. I am pleased to say that, as a result of exceptional planning and hard work by our 
employees, all but a discrete minority of taxpayers were able to begin filing in late 
January, and shortly thereafter all were able to file. 

Despite the challenges we faced at the outset, the filing season has been running 
smoothly. Tax returns are now coming in at about the same rate as last year on a day-to- 
day basis. Refunds are going out quickly, and our strengthened refund fraud detection 
tools are working well. As for customer service, accuracy rates for both customer tax law 
and accounts questions remain in the 90-plus percentile. 

In the last few months alone we have had several other signs that we are achieving 
success in some of the initiatives I mentioned above. 

On the technology front, the Government Accountability Office (GAO) in February 
removed the IRS Business Systems Modernization program from its High-Risk list, 
where it had been since 1995. Citing the work the IRS has done to bolster information 
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technology and financial management capabilities, the GAO concluded that the IRS had 
made substantial progress in addressing weaknesses over the past several years and had 
demonstrated a commitment to sustained progress. The GAO singled out delivery of the 
initial phase of the Customer Account Data Engine (CADE2), which has enhanced tax 
administration and improved taxpayer service. 

In March 2013, the Excellence.gov Awards Program sponsored by the American Council 
for Technology and the Industry Advisory Council recognized CADE2 for Excellence in 
Enterprise Efficiencies. This awards program honors government programs and projects 
that use information technology in innovative ways to enhance government operations, 
provide a more open and transparent government, and deliver important citizen resources. 

IRS is also maintaining quality on the customer service front. Every year, an independent 
survey is conducted by the American Customer Satisfaction Index (ACSl). For 2012, the 
survey of taxpayers who were satisfied with IRS services reached 75 on a scale of 100, 
up from 73 in 201 1, and our highest score since 1994 when we began participating in the 
survey. 

The following are some of the more prominent IRS programs and initiatives conducted 
during FY 2012, including those within our core programs, which demonstrate how 
targeted investments continue to deliver real value to taxpayers and our nation. 

Enforcement 

Enforcement of the tax laws is an integral part of the IRS’ effort to enhance voluntary 
compliance. IRS enforcement activities, such as examination and collection, remain a 
high priority. In FY 2012, collections related to all enforcement activities exceeded $50 
billion for the third consecutive year. The IRS has shown significant progress in several 
key enforcement programs. Importantly, we also were able to hold individual audit rates 
above 1% during a period of scarce resources, and we increased criminal investigations 
by 5.1 percent, to 4,937. 

International Tax Compliance 

In FY 2012, the IRS enhanced international tax compliance efforts through the 
implementation of new legislation and through programs such as the Offshore Voluntary 
Disclosure Program (OVDP). In January 2012, the IRS reopened the OVDP with 
tightened eligibility requirements in response to strong interest from taxpayers and tax 
practitioners. Through the end of FY 2012, the OVDP has resulted in a total of more than 
38,000 disclosures of unpaid taxes and collected more than $5 billion in back taxes, 
interest and penalties. 

Also during FY 2012, the IRS worked closely with businesses and foreign governments 
in implementing FATCA. This legislation strengthens offshore compliance efforts by 
requiring all foreign financial institutions with U.S. accounts to report detailed 
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information about foreign account holders to the IRS or face a 30-percent withholding 
tax. 

Tax Return Preparer Program 

The IRS continued implementation of its Return Preparer Program, begun in FY 20 1 1 . 
The foundation of this program is mandatory registration for all paid tax return preparers. 
Through September 2012, more than 860,000 preparers have requested Preparer Tax 
Identification Numbers (PTfNs) using the online registration system. 

In February 2013, a federal Court stopped the IRS from enforcing the competency testing 
and continuing education requirements for registered return preparers. The injunction 
does not apply to the requirement to obtain a PTIN, so that portion of the program 
continues. But at this time we are not permitted to move forward with testing or 
continuing education requirements. We remain confident in our legal authority and 
remain committed to protecting taxpayers through implementing reasonable standards in 
this area. The original district court opinion is under appeal. 

The PTfN registration requirement provides an important and improved view of the 
return preparer community from which the IRS can leverage information to improve 
communications, analyze trends, spot issues and detect potential fraud. And we are 
developing new approaches in this area. For example, one pilot we conducted in 2012 
used real-time data to assess the fraud risk associated with Earned Income Tax Credit 
(EITC) return preparers and test the effectiveness of alternative compliance treatments. 
This pilot involved 1,500 preparers who filed large numbers of returns claiming the 
EITC. Taken together, the various compliance treatments we used in the pilot resulted in 
a total savings on improperly claimed tax credits - including the EITC and the Child Tax 
Credit - of approximately $200 million. We continue to develop new approaches in this 
area. 

Refund Fraud and Identity Theft 

Our efforts to address identity theft and refund fraud are expanding and touch nearly 
every part of the IRS. We are working hard to prevent fraud, investigate identity theft- 
related crimes and help taxpayers who have been victimized by identity thieves. Over 
3,000 IRS employees are currently working on identity theft - more than double the 
number at the start of last filing season. We have also trained 35,000 employees who 
work with taxpayers to recognize identity theft and help victims. Since the beginning of 
2013, the IRS has worked with taxpayers victimized by identity theft to resolve and close 
more than 200,000 cases. To help past identity theft victims avoid delays in filing future 
returns and receiving refunds, we expanded the issuance of Identity Protection Personal 
Identification Numbers to more than 770,000 past victims this year, more than twice as 
many as last year. 

Last fiscal year, the IRS significantly expanded its fraud detection efforts, expending 
nearly $330 million combating refund fraud, including identity theft. During FY 2012, 
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the IRS protected more than $20 billion of revenue related to fraudulent returns, 
including identity theft, up from $14 billion in the prior year. IRS efforts stopped 5 
million suspicious returns in 2012 - up from 3 million stopped in 201 1 . 

So far this filing season, the IRS has suspended or rejected over 2 million suspicious 
returns. Over 400,000 of these were rejected at the point of filing before they even 
entered IRS processing systems. The remaining returns generally require further review 
to determine whether the filer is legitimate. Because these returns require time to review, 
most are still in open inventory at this time. To date, we have stopped more than 350,000 
refunds determined to be fraudulent, worth more than $2.5 billion. And this does not 
consider the refunds saved on the 400,000 rejected returns. 

This January, the IRS also conducted a coordinated and highly successful identity theft 
enforcement sweep. The coast-to-coast effort against identity theft suspects led to 734 
enforcement actions in January, including 298 indictments, informations, complaints and 
arrests. These activities come on top of a growing identity theft effort that led to 2,400 
other enforcement actions against identity thieves during fiscal 2012. 

The IRS also has been working to assist state and local law enforcement agencies in the 
efforts they are making to fight identity theft-related refund fraud. One way we have done 
this is by developing the Identity Theft Victim Disclosure Waiver Process, which was 
launched in Florida in April 2012. 

This program provides for the disclosure of federal tax returns and return information 
associated with the accounts of known and suspected victims of identity theft with the 
express written consent of those victims. Prior to disclosing any tax information, victims 
are required to sign a waiver authorizing the release of information to the designated state 
or local law enforcement official pursuing the investigation. To date the IRS has received 
more than 1,560 waiver requests from more than 100 state and local law enforcement 
agencies in the nine states that have been participating in the pilot. On March 28, 2013, 
the IRS announced that this program has been expanded to all 50 states. 

Taxpayer Service 

By assisting taxpayers with their tax questions before they file their returns, the IRS helps 
prevent inadvertent noncompliance and reduces burdensome post-filing notices and other 
correspondence from the IRS. Accordingly, the IRS provides year-round assistance to 
millions of taxpayers through many sources, including outreach and education programs, 
issuance of tax forms and publications, rulings and regulations, toll-free call centers, 
IRS.gov, Taxpayer Assistance Centers (TACs), Volunteer Income Tax Assistance 
(VITA) sites, and Tax Counseling for the Elderly (TCE) sites. 

2012 Filing Season 

Despite a number of challenges, the IRS delivered another successful filing season. 
During FY 2012, the IRS received more than 147.6 million individual returns and issued 
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more than 121.6 million refunds totaling $333 billion. More than 82.8 million refunds 
were direct deposited, which is a 4.9 percent increase from the 78.9 million direct 
deposited in FY 201 1 . In addition, IRS employees responded accurately to 93.2 percent 
of tax law questions and 95.6 percent of taxpayer account questions. 

The IRS’ e-file program continued to grow, with more than 1 18.9 million individual 
returns, or 80.5 percent, filed electronically, an increase of 4.7 percent from the previous 
year. Other increases in electronic filing results during the 2012 filing season include the 
following: 

• Business returns filed electronically were up by 15 percent to 36.7 percent; 

• Filing via home computers increased by 9.8 percent to 43.5 million tax returns; 
and 

• Tax professionals’ use of e-file rose 5.4 percent to 75.6 million returns. 

Helping Distressed Taxpayers 

The IRS’ commitment to customer service also means assisting taxpayers who are facing 
difficult economic times and other hardships. For example, the IRS provided significant 
support to the Federal Emergency Management Agency (FEMA) in the aftermath of 
Hurricane Sandy, Before the storm dissipated, the IRS initiated its response, activating 
600 employees to answer phone calls beginning on October 29, 2012. That number 
ultimately grew to 3,000 employees answering 188,175 registration calls before the 
Registration Intake Line was deactivated six weeks later on December 4. Given the level 
of devastation, FEMA also requested IRS assistance in staffing its Help Line, and IRS 
employees answered 149,000 of those calls. In addition to this direct assistance, the IRS 
also moved quickly to provide tax relief to victims of Hurricanes Sandy and Isaac 
through actions such as extending return filing and payment deadlines. 

Also in 2012, the IRS expanded the Fresh Start initiative to help struggling taxpayers 
meet their tax obligations. Changes included: 

• Increasing the dollar threshold and repayment period for individual installment 
agreements; 

• Providing more financial analysis flexibility for installment agreements and Offer 
in Compromise programs; 

• Issuing new guidance to address unsecured debts such as student loans, credit 
cards, and state and local taxes; 

• Providing a six-month grace period to certain wage earners and self-employed 
individuals on failure-to-pay penalties; and 
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• Extending help to taxpayers eligible for the Innocent Spouse Program by 

eliminating the two-year timeframe for consideration of certain innocent spouse 
claims. 

IRS.gov and Social Media 

The IRS continued to provide alternative service options by increasing the amount of tax 
information and services available to taxpayers through IRS.gov. In FY 2012, taxpayers 
viewed IRS.gov more than 370 million times. These taxpayers used IRS.gov to get forms 
and publications, find answers to their tax questions, and check the status of their refunds. 
Taxpayers used the “Where’s My Refund?” electronic tracking tool more than 132.3 
million times. 

The IRS is increasing communications with taxpayers who do not get their information 
from traditional sources, such as newspapers and broadcast and cable news. By 
employing social media such as YouTube and Twitter, the IRS reaches these taxpayers 
and provides important service and compliance messages to them. 

Of particular note is the IRS presence on YouTube. We have YouTube videos in English, 
Spanish, American Sign Language and other languages. These videos contain useful 
information for taxpayers. There are now more than 100 IRS videos, which have been 
viewed more than 5.5 million times. The “Where’s My Refund” video just surpassed one 
million views this filing season. The IRS now ranks fourth in YouTube viewership 
among government YouTube channels. 

In addition to the IRS presence on Twitter, our social media work has recently been 
expanded to include Tumblr - a microblogging platform where users access and share 
text, photos, videos and other information from browsers, smartphones, tablets or 
desktops. We are using Tumblr to share information about important programs to help 
taxpayers, such as late tax law changes, the EITC, and Free File. 

Also during FY 2012, the IRS released an updated version of its IRS2Go Smartphone 
application with new features that let taxpayers interact with the IRS using their mobile 
devices. To date, there have been more than 1.9 million downloads of the application, and 
more than 6.2 million applications launched. On April 2, 2013, the IRS announced that, 
for the first time, the IRS2Go application is available in Spanish. 

Outreach and Education 

The IRS enhanced its outreach and education services during FY 2012 by collaborating 
with state taxing authorities, volunteer groups and other organizations to address taxpayer 
needs. By supporting more than 3,900 local partners and a combined 13,143 Volunteer 
Income Tax Assistance (VITA) and Tax Counseling for the Elderly (TCE) sites, the IRS 
provided free tax assistance to the elderly and the disabled, as well as to individuals with 
limited proficiency in English. 
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In FY 2012, nearly 99,000 volunteers prepared almost 3.3 million federal returns and 
more than 2.5 million state returns, which represent increases over FY 201 1 of 2.4 
percent and 5.9 percent, respectively. In addition, 95 percent of the federal returns under 
these programs were filed electronically. 

Business Systems Modernization 

IRS modernization efforts focused on building and deploying advanced information 
technology systems, processes and tools to improve effieieney and productivity. 

The IRS reached a major milestone in its modernization efforts in January 2012 with the 
launch of its Customer Account Data Engine (CADE2). Up to this point, the IRS had 
been performing core aeeount processing on a weekly basis. Launching CADE2 meant 
the IRS successfully migrated to daily processing and posting of individual taxpayer 
accounts, enabling faster refunds for more taxpayers, more timely account updates and 
faster issuance of taxpayer notices. 

The IRS also made important progress on another front when Modernized e-File (MeF) 
Release 7 became operational in January 20 1 2. The enhancements of Release 7 expanded 
the reach of MeF to eover 100 pereent of the 1040 population filing eleetronieally. The 
IRS processed nearly 107 million individual federal and state returns and more than 14.3 
million Business Master File returns through MeF. MeF is a major improvement over the 
previous system, which processed returns in several batches per day, rather than in real 
time. MeF reduces turnaround time, improves processing and allows acknowledgments to 
be sent much more quickly to transmitters. 


Working Smarter and Finding Efficiencies 

Over the last several years, IRS budget requests have reflected strategic investments in 
the IRS that reduce the deficit, along with substantial efficiency and other targeted 
reductions that reflect our commitment to effective stewardship of the resources that we 
are given. Over the past five President’s Budget submissions (for FY 2009 through FY 
2013), the IRS declared almost half a billion dollars ($486 million) in budget savings. In 
addition to these declared savings, the IRS has faced reductions to its budget each year 
since FY 2010, even as we took on new legislatively mandated responsibilities. 

Since FY 2010 and including the current fiscal year, IRS appropriations have been cut by 
nearly $1 billion (including over $600 million in reductions from sequestration and 
rescissions this year). This represents nearly an 8 percent cut while the total population of 
individual and business filers grew by more than four percent over the same time period. 
At the same time, we have tackled significant new challenges, including: implementing 
merchant card and basis reporting, the Affordable Care Act’s tax provisions and new 
requirements for foreign financial institutions under FATCA; and addressing the sharp 
growth in refund fraud and identity theff. 
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While the IRS will continue to be an efficient steward of taxpayer resources, improving 
and investing in our critical programs under continually reduced funding levels has been 
difficult. Labor is our largest operating expense and we have been very focused on 
managing personnel costs. We have operated under an exception-only hiring freeze since 
December 2010. In FY 2012 we secured buyout authority that resulted in the elimination 
of 1,224 positions that did not involve direct service or enforcement interactions with 
taxpayers. By closely managing hiring, we reduced the total number of full-time, 
permanent IRS employees by almost 7,000 between the end of FY 2010 and FY 2012. So 
far this year, we have further reduced full-time permanent staffing through attrition by 
another 1,000 full-time employees - thus, we are down 8,000 permanent employees since 
2010. Of these, more than 5,000 are front-line enforcement employees. 

The IRS has also implemented significant reductions in its non-labor spending. By 
limiting operating travel to mission-critical needs and increasing the use of virtual 
delivery for meetings and training, the IRS reduced travel costs by a total of $ 1 58 million 
in FY 201 1 and FY 2012, a 55 percent reduction from FY 2010. Over the same 
timeframe, we also reduced spending on professional and technical service contracts by 
$200 million. Additionally, the IRS generated $60 million in printing and postage savings 
by eliminating the printing and mailing of selected tax packages and publications, and by 
transitioning to paperless employee pay statements. 

Finally, in an effort to promote more efficient use of the Government’s real estate assets 
and to generate savings, the IRS announced last year a sweeping office space and rent 
reduction initiative that over two years is projected to close 43 smaller IRS offices and 
consolidate space in many larger facilities. 

These measures will reduce rent costs by more than $40 million and reduce total IRS 
office space by more than 1.3 million square feet by the end of FY 2014. These savings 
will be realized with little or no impact on taxpayer service or enforcement efforts. Some 
examples of projects currently underway include consolidating the IRS Detroit 
Computing Center space for a projected annualized rent savings of $15.8 million, and a 
reduction in rent in midtown Manhattan for an annualized savings of $4.4 million. 

IRS Workforce 

The IRS remains focused on its efforts to become one of the best places to work in the 
federal government. We can only serve the nation’s taxpayers well if we have engaged 
employees who are respected and challenged, and whose managers support them, help 
them do their jobs and hold them accountable. 

In 2008, we created the Workforce of Tomorrow task force, which has generated many 
workplace initiatives to help us achieve the improvements we seek. Last fall, the 
Partnership for Public Service released the results of the 2012 Best Places to Work in 
Federal Government survey. It showed the IRS is currently ranked 98® among 292 
organizations, only slightly lower than 201 1 and still significantly higher than 2010. And 
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we ranked third out of 1 5 large agencies ~ those with 20,000 or more employees - in that 
survey’s employee engagement index. 

In addition, we held our ground or improved our ranking in three of the four IRS Human 
Capital Strategy Measures. We finished second only to the Department of State in 
measures related to leadership and knowledge management. 

These survey results are especially heartening because of the challenges our employees 
have faced over the past year, including budget uncertainty and freezes on pay and hiring. 
These survey results reflect the deep commitment and dedication of the IRS workforce to 
delivering for the American taxpayer. 

CONCLUSION 

Mr. Chairman, Mr. Serrano, let me thank the Subcommittee again for the opportunity to 
discuss the IRS. We will continue our efforts to be fiscally prudent and make wise 
investments in strategic priorities in enforcement, service, and business modernization. 
However, as I have noted, without a change in the current budget environment, the 
American people will see erosion in our ability to serve them, and the Federal 
government will see fewer receipts from our enforcement activities. 


10 



95 


Acting Commissioner of Internal Revenue Steven T. Miller 

Steven T. Miller is Acting Commissioner of Internal Revenue and Deputy 
Commissioner for Services and Enforcement. As Acting Commissioner, he 
presides over the nation's tax system, which collects approximately $2.4 
trillion in tax revenue that funds most government operations and public 
services. Miller manages an agency of about 90,000 employees and a budget 
of more than $12 billion. The agency touches every facet of American society, 
including individual taxpayers, the tax-exempt sector, small businesses and 
large corporations. 

As Acting Commissioner, Miller will continue to emphasize the necessity of 
maintaining a balance between taxpayer service and tax enforcement. His 
goals for the IRS are improving service to make voluntary compliance easier 
for taxpayers while at the same time enforcing the law to make sure everyone 
meets their obligation to pay the taxes they owe. 

As Deputy Commissioner for Services and Enforcement, Miller provides direction and oversight for all 
major decisions affecting the four taxpayer-focused IRS Divisions: Wage and Investment, Large Business 
and International, Small Business/Self-Employed, and Tax Exempt and Government Entities. He also 
provides the executive direction and leadership for the IRS Criminal Investigation Division, which 
investigates income tax evasion and related financial crimes; the IRS Office of Professional 
Responsibility, which administers the laws and regulations governing the practice of tax professionals 
before the IRS; and the IRS Whistleblower Office, which receives information on tax cheating and 
provides appropriate rewards to whistleblowers. 

Prior to his appointment as the Deputy Commissioner for Services and Enforcement, Steve served as the 
Commissioner of the Large Business and International Division. In this position, he had oversight for 
federal tax administration for domestic and foreign corporations and partnerships with assets of $10 
million or more that have a United States tax filing requirement. Previously, as the Commissioner of the 
Tax Exempt and Government Entities Division, Steve oversaw the administration of tax law relating to 
employee plans, tax-exempt organizations and various government entities. Steve also served as the 
Director of Exempt Organizations and as the acting Assistant Commissioner and Special Assistant to the 
Assistant Commissioner, Employee Plans/Exempl Organizations. Other prior service includes several 
years in Chief Counsel, serving as a Congressional staff member for the Joint Committee on Taxation 
and work in private practice. 

Steve graduated with a Bachelor of Arts degree from the University of Maryland, a Juris Doctor degree 
from George Washington University, and a Master of Laws degree in taxation from Georgetown 
University Law School. 
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SEQUESTRATION 

Mr. Crenshaw. Well, thank you very much for your testimony. 
Let me start the questions. I am going to pursue the sequester a 
little bit more. This Subcommittee oversees maybe 30 different 
agencies that we are charged with providing the funds for, and so 
I think it is always important that we talk about sequester as it 
relates to efficiency and effectiveness. It sounds to me like that you 
saw it coming and you prepared for it. 

One of the things on this Subcommittee, most of the members 
agree that if you want to reduce spending, there is a better way 
to do it than simply have across-the-board cuts. That is why we 
have an Appropriations Committee. That is why we have hearings 
like this to look at budgets and to set priorities and make tough 
decisions and then fund the programs that need to be funded and 
reduce funding on programs that don’t need to be funded, but we 
are where we are. 

As I mentioned in my opening statement, I think that our budget 
resolution as well as the Senate budget resolution anticipates that 
the sequester is going to stay here. As you probably know, we actu- 
ally reduced spending from 2010 to 2012 by $95 billion. That was 
all discretionary, but that was a pretty giant step. I don’t think it 
has happened in the last 50 years, but we are still living in difficult 
economic times. 

So, I appreciate what you are working on and what you are 
doing. Talk a little bit more about how you prepared for the seques- 
ter. What kind of information did you take into consideration when 
you decided how you were going to deal with this? 

I guess for nondefense agencies, about 5 percent. Defense is more 
like 8 percent. So, number one, tell us a little bit more about how 
you kind of decided what you were going to do and then talk a lit- 
tle bit more, too, about whether or not you think that if you have 
to live with the sequester, that this actually forces agencies like 
yours to do things it sounds like that you are trying to do that. You 
are actually forced to, because of these across-the-board cuts, forced 
to make some tough decisions to maybe be more efficient. 

When we were here before the Treasury Inspector General for 
Tax Administration, Ms. Herrera Beutler asked a question about 
the IRS TV video/studio, and I know there has been a lot of discus- 
sion about that and how important that is in the long term. So, 
touch on those two points as they relate to sequester, if you would. 

Mr. Miller. Well, I would say that your surmise is correct. We 
did see this coming. We certainly saw tighter budgets coming for 
a couple of years. In December of 2010, we put in place an excep- 
tion-only hiring freeze at the IRS, which has allowed us to be at 
a place where we are only considering 7 days of furlough. 

That was a large step. That was a way for us to invest in those 
areas where we felt we needed to invest. For example, as you will 
see in the written testimony, the identity theft area is obviously 
one area that we needed to fund, and we have done so. We funded 
other priorities as well, including our return preparer area, our off- 
shore work, and beginning this year, the ACA work that we need 
to do under the statute and the FATCA work, which is coming on 
as well. 
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We have tried to save and invest in various ways. We have 
trimmed quite drastically in travel and training. We have cut back, 
as I mentioned, in postage. We have cut back in several other ways 
to help get us to the point where sequester is manageable, but not 
easy. It is not the way I would want to do it. If we, in fact, have 
to end up at a given lower level, I would like a little more time to 
prepare for that lower level, rather than have it all come in one 
year, frankly, because that is not a way to plan. That is just a way 
to basically take time off, but we have worked on it. 

TV STUDIO 

You mentioned the studio, Mr. Chairman. Let me touch on that. 
I know there has been quite a bit of noise on that. We think the 
studio is an efficient use of our resources, actually. It is about 15 
years old, and it allows us to train our people virtually, and to edu- 
cate taxpayers through YouTube and other types of things like 
that, rather than face to face. It has allowed us to move away from 
face-to-face travel, to the point where, in 2013, we are spending 
about 80 percent less in training travel than we were in 2010, and 
that has allowed us to do quite a few things. 

On a personal basis, the studio allowed me to go online, over the 
Web, to 4,000 of my managers this fall and walk them through the 
priorities of the Internal Revenue Service. That was the oppor- 
tunity for them to have a face-to-face with me online, ask their 
questions, and get an understanding of where the Service stands 
right now. That is kind of essential for us, and we do think with 
the cuts in travel, that the studio — which always can be more effi- 
cient, and I am not going to say that it can’t be because we need 
to work on that and we will work on that — has allowed us to do 
these sorts of cost savings things. 

AFFORDABLE CARE ACT 

Mr. Crenshaw. Well, thank you. And let me ask one final ques- 
tion. I think today we will have time for probably a second round 
of questions, but you touched on the Affordable Care Act, and I 
think more and more that is going to be coming to the forefront. 

People are starting to realize that it is coming quicker than they 
might have anticipated, and of course, you are right in the middle 
of all that. Starting in 2015, people have to report to you about 
their health insurance, and if they don’t have insurance or if they 
don’t have adequate insurance, then that is going to be a tax pen- 
alty. And I guess the question is, are you prepared to collect all 
this information, assess the penalties, administer the subsidies, I 
guess, that people are going to have to understand? 

And I guess the big question is, as you prepare for this, do you 
think the general public understands all that is going to be re- 
quired of them about the penalties and the non-penalties? 

And finally, where is all the money going to come from? I under- 
stand HHS has transferred some money to you all. But it sounds 
like you know it is coming and you are gearing up for it, but it 
seems to me that the general public probably doesn’t understand 
all this. And I just wonder what you think about that and how pre- 
pared you are to deal with this because it is fairly complicated as 
it starts impacting people’s daily lives. 
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AFFORDABLE CARE ACT 

Mr. Miller. There is no doubt, Mr. Chairman, that the 
healthcare provisions are a large lift for the Internal Revenue Serv- 
ice. I would say that, with respect to healthcare, HHS really is the 
face of ACA to the taxpayer because they will be working with the 
exchanges as early as this October to start signing people up for 
health coverage. We are involved in that but only tangentially. It 
is our job, and we will be ready, to make sure that the exchanges 
have the information they need to make intelligent decisions in 
terms of who qualifies for the advanced premium and other sub- 
sidies under the ACA. We will be doing matching of taxpayer iden- 
tification numbers and other information that will flow back to the 
exchanges through HHS in order to get that information to them. 
That is really our front-end obligation with respect to ACA. 

Our people are aware of it. Yet, I think some taxpayers are, some 
are not, and the big ramp up is going to have to happen this sum- 
mer so people that need it are ready in the fall to go to the ex- 
changes. Many people are already covered by employer insurance 
fortunately, and they will not be as impacted. We will be ready on 
the back-end as well. Most of the reporting is not actually going to 
be from the taxpayer. Most of the reporting to us will be from the 
exchanges and from insurance companies, and we will be ready to 
process that and see who is covered and who is not. I don’t antici- 
pate problems in that area. That is a competency that the Internal 
Revenue Service has in many other areas as well. That is the na- 
ture of the 1099 matching. 

Mr. Crenshaw. So the individuals won’t be required to give in- 
formation to the IRS about whether they have insurance and 
whether it is adequate or not? 

Mr. Miller. Adequate, no. They will probably have a checkbox 
or something of that nature to say, “yes, I am covered, my family 
is covered by insurance.” But on the coverage information, I really 
do want to correct a misimpression. We are not going to be looking 
at what kind of healthcare they have. That really is up to HHS to 
set up those standards, and the insurance company will be telling 
folks whether it is the right 

Mr. Crenshaw. Are they the ones that are going to be explaining 
to them about the subsidies that they might get, and ultimately 
doesn’t that get put somewhere on the tax form? 

Mr. Miller. If you have an advanced payment, then, yes, that 
information will be somewhere on the tax form. If you are claiming 
the credit with your tax return, obviously that, too, will be reflected 
on the tax form, but the information that will be given should be 
well in advance of that, and that should be through the exchanges. 

Mr. Crenshaw. Seems like a lot of people are going to end up 
in 2015, and for the first time realize they got penalized for not 
having healthcare in 2014 and they thought they were going to get 
a refund and they might owe some more, but I guess you are work- 
ing through all that. 

Mr. Miller. I don’t think that is right, Mr. Chairman, but I un- 
derstand. We have a lot of work to do, there is no question about 
that, to ensure that doesn’t happen. 

Mr. Crenshaw. Thank you. 
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Mr. Serrano. 


BUDGET CUTS 

Mr. Serrano. Thank you, Mr. Chairman. 

Commissioner Miller, from fiscal year 2010 until fiscal year 2013, 
the IRS has heen cut by nearly $1 billion, including $600 million 
from sequestration in the current CR. Those were about severe cuts 
in staff. As you have noted in your testimony, now what do you be- 
lieve is the long-term impact of this? Because, you know, we keep 
talking about these cuts that are taking place in all Federal agen- 
cies, but you have a unique role. You have to implement new laws, 
including one I am going to mention in my second question if it be- 
comes law, and you have to do the regular work that you do every 
year, which is incredibly important and big and yet you are getting 
less and less staff to do this. So what do you think the long-term 
impact will be? 

Mr. Miller. I think, Mr. Serrano, that we are going to see — ^you 
know, we have been able to maintain coverage levels at a good 
place for the American public in terms of our examination program. 
We have been able to maintain a level of service on our phones 
that, quite frankly, I would like to see higher, but is right now, in 
the 70% for the filing season, for people calling in. That is not bad, 
frankly, given the budget. Those are the types of things, I think, 
that we are going to see some degradation on, that we are going 
to see some erosion, as we have somewhere in the realm of 7,000 
fewer permanent folks on board. 

Mr. Serrano. Right. 

Mr. Miller. And we have perhaps as many as 5,000, or more, 
of those in the enforcement area. There will be an impact, a real 
impact on revenues, on the level of service on the phones, and our 
ability to engage the taxpayers when they come into our walk-in 
sites. All of these are going to be impacted. There is no question 
about that. 

Mr. Serrano. And at what point do you believe we could have 
a crisis in the collection, if you will, in the enforcement, because 
this is what is happening with other hearings where we ask the 
courts, for instance, you know, do you see a crisis coming, and they 
were very open about it, and they said, yes, it could. 

Do we reach a point here anytime soon where you are having, 
if you will, a lot of dollars out there that are not being collected 
because we just don’t have the folks to collect them? 

Mr. Miller. I think we already have a lot of dollars out there 
that we are not getting through at current levels. I would tell you 
I don’t think that there is a crisis immediately. I don’t. I do think 
that you are going to see some erosion in our performance metrics, 
and that isn’t good for voluntary compliance, because as people re- 
alize that they have a better chance of winning the lottery than 
getting audited, they are not going to worry quite as much about 
what they do on their return. 

I don’t think that is immediate, Mr. Serrano. I do think if the 
trend line continues in the fashion that it is today, then you may 
get a different answer out of me. But at this point, I don’t see a 
crisis. I do see severe erosion happening. 
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IMMIGRATION REFORM 

Mr. Serrano. All right. I have one more question, Mr. Chair- 
man, in this round, and it came about as I am listening to you. I 
just thought, by the end of this week, hopefully, all Members of 
Congress should be celebrating the introduction of a bill, but cer- 
tainly, I can tell you Mr. Diaz-Balart and I will be celebrating, 
which will be comprehensive immigration reform. It looks like it is 
going to happen soon, at least the introduction in the debate. 

As you know, the discussion has been for you to be able to stay 
in this country and be put perhaps on a path to citizenship, you 
have to have no criminal record, you have to speak some English, 
you have to pay back taxes. In addition to the fact that this will 
be yet another Affordable Care Act sort of, you know, type new law 
that you now have to deal with, and I realize you are not writing 
the bill, neither am I — Mr. Diaz-Balart may be writing parts of it, 
but I am not — we each have a Senator who is writing a part of it, 
I guess, from our States, but do you have any clue, any under- 
standing at this point, any fear, any apprehension as to what role 
you will be asked to play? Because if you pay back taxes, at one 
point, somebody in the government is going to have to say he is up 
to date, she is up to date. 

Mr. Miller. There have been some discussions with the Internal 
Revenue Service on this matter and mostly those discussions are 
with the Department of Treasury’s Office of Tax Policy, who really 
deal with the legislative work of the Administration. 

Do I have concerns? I don’t know enough about what is going to 
be asked of the Service to really express a concern, one way or an- 
other. There obviously would be issues around taxpayer informa- 
tion in Section 6103. That could be handled legislatively. There, ob- 
viously, will be issues around resources, depending on what we are 
asked to do, but it is something that we need to be cognizant of, 
and I would hope, at the appropriate time, we would be brought 
to the table for those discussions, so people can make informed de- 
cisions about that. 

Mr. Serrano. Mr. Chairman, an additional point. If at some fu- 
ture date, you could give the Committee, with the Chairman’s per- 
mission, I understand there are folks, I know there are folks who 
are here undocumented but who get an IRS number, if you will, 
and they pay taxes. Couldn’t we have an understanding in the fu- 
ture of how many folks have been doing that already? And I know, 
in many cases, they are business people. I think in all cases they 
are business people. 

Mr. Miller. I can endeavor to do that. I don’t think our data is 
perfect in that regard, as you might guess. Congressman, but we 
can certainly give it a estimate. 

[The information follows:] 

The IRS does not have information regarding the number of IRS employees using 
a professional or computer software to file their taxes. 

Below is the information for the entire taxpayer population: 

In Filing Season 2012, through the week ending 05-12-2012: 

• 70.34 million taxpayers used a professional (approximately 52 percent of 
total taxpayer population)* 

• 44.78 million taxpayers self-prepared using software and e-filed (approxi- 
mately 33 percent of total taxpayer population)** 

In Filing Season 2013, through week ending 05-11-2013: 
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• 70.38 million taxpayers used a professional (approximately 52 percent of 
total taxpayer population)* 

• 43.57 million taxpayers self-prepared using software and e-filed (approxi- 
mately 32 percent of total taxpayer population)** 

*does not account for teixpayers who used a professional and submitted a paper 
return. 

**does not account for teixpayers who used software and submitted a paper re- 
turn. 

Mr. Serrano. All right. Thank you. 

And thank you, Mr. Chairman. 

Mr. Crenshaw. Thank you. 

Mr. Womack. 

SOCIAL MEDIA 

Mr. Womack. Thank you, Mr. Chairman, and my thanks to the 
Acting Commissioner for his testimony here today, and I have a 
couple of questions that I want to get to, but the first thing on my 
mind is, as I was preparing for work this morning, I am alerted 
via the media that the Internal Revenue Service is planning to use 
social media as in some enforcement mechanism, and I was hopeful 
that the Acting Commissioner could give us a window in to just 
what the utilization of social media actually means to the discrimi- 
nating taxpayer out here as they continue to work with the IRS. 

Mr. Miller. We do not, at the current time, use social media. It 
is — it is possible. We are actually talking about it because on some 
basis, it does make some sense to look at all public information. We 
would not be using it to select people. It is a possibility, and I think 
we are talking about whether in our collection area, for example, 
a Collection Officer could take a look at a person’s publicly avail- 
able information to see whether that person is, frankly, showing as- 
sets that they might not otherwise be talking about. I don’t think 
we are doing it yet. In fact, I know we are not doing it yet. We are 
going to have a long conversation before we do it, but I think it 
makes some sense for us to at least have the conversation. 

Mr. Womack. Interesting. So it would be somewhat of a micro 
targeting tool, perhaps, that you would use? I don’t want to put 
words in your mouth. 

Mr. Miller. I don’t think I would describe it that way. It would 
not be targeting at all. In fact, it would be a tool we would utilize 
once we had a person that we are working with already. It 
wouldn’t be something that we would be using to go out and find 
people. That is not a discussion we are having right now. 

Mr. Womack. So, if I am hearing you correctly, you would not 
use the tool in such a way to prospect potential 

Mr. Miller. Correct. Absolutely correct. 

Mr. Womack [continuing]. Customers, if you will. You would use 
it basically as an extraordinary means to follow up with already ex- 
isting persons, businesses, or otherwise that are on social media. 

Mr. Miller. I think that is correct. First of all, we haven’t made 
a decision one way or another, but secondly, to the extent we are 
talking about it, we are absolutely not talking about prospecting. 
We are talking about whether it would be a tool in our tool belt 
if we were engaged in a conversation with an existing taxpayer. 
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BUDGET AND RECEIPTS 

Mr. Womack. Earlier in your testimony, you talked about the 
fact that you, I think it was in 2012, collected $2.5 trillion, 92 per- 
cent, thereabouts, of total Federal tax receipts, and we have had 
a pretty extensive discussion already in this hearing about the ef- 
fects of sequestration, so I have a couple of questions related to re- 
sources. 

And so, on the first question, it would be, how would we calculate 
the total amount of resources necessary to have an optimum collec- 
tion of what is due the Federal government? Is there a — I know 
you submit information to the White House and ask for certain 
things to be in your budget. And the second part of the question 
maybe asking it a different way. Is there — along the concept of di- 
minishing returns, is there an amount of money out there that 
would not prove to be beneficial, i.e., would not yield back the re- 
sults that you would be looking for? So, help me sort out the re- 
source question. 

Mr. Miller. The first question of whether there is a perfect 
amount of money that we could be given to collect the maximum 
amount of revenue? That is an impossible question. I don’t think 
we have an answer to that. It is clear we could use more resources. 
It is clear we are down 14 percent in our Revenue Officer cadre 
since 2010, and then that begins to show holes in our geographic 
coverage and our ability to collect. 

What we would be asking for, and the way we would ask for it, 
truly is a combination of looking at what our priorities are, looking 
at what is reasonable for us to be able to do in a given year in 
terms of hiring. We are nowhere near any of those things. But 
there is analysis that shows if you give us a dollar, and whether 
that dollar goes for enforcement service or otherwise, the numbers 
tell us, and GAO supports this, that we are a $4 return to the gov- 
ernment, more than $4. 

Mr. Womack. It is not my intent to ask you an impossible ques- 
tion. It is my intent to establish, however, that at $2.5 trillion, that 
is equal to or greater than Federal receipts in the past compara- 
tively, right? I mean, is that is a record number? 

Mr. Miller. It is around that. It floats in that area, whether it 
is $2.3 trillion or $2.5 trillion. 

Mr. Womack. Okay. So, as we look over the ensuing months 
under sequestration, is it fair to assume, based on your testimony, 
that that number is going to be substantially lower than $2.5 tril- 
lion dollars? 

Mr. Miller. No, no, I don’t think I want to say that. What I 
want to say is it will be, it could be billions of dollars less, but that 
is not much against this $1.5 trillion amount. 

Mr. Womack. Okay. So 

Mr. Miller. But remember, the amount of money we take in is 
mostly voluntary; the 83 percent voluntary compliance rate, most 
of it comes in voluntarily. Now there are two aspects of providing 
more money for us. One is we can draw out the other 17 percent, 
a certain portion of that, and secondly, over a long period, that 83 
percent may fall to the extent we are not out there. Those things 
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are intangibles that I can’t really give you a number around, but 
we are not talking in the trillions here, Congressman, that is clear. 

Mr. Womack. But it is your testimony that under sequestration, 
we will collect less money. The question is whether it will be sub- 
stantially less. 

Mr. Miller. And substantially is, of course, sort of a subjective 
term. 

Mr. Womack. I would understand that, yeah. 

Mr. Miller. Yes, I think we will collect, unfortunately, substan- 
tially less. We are working on numbers now, but I don’t have those 
today, unfortunately, because we just got our $600 million cut. 

Mr. Womack. Thank you. 

BUDGET AND RECEIPTS 

Mr. Crenshaw. One thing, I think in 2001 and 2009, we actually 
increased the funding for IRS and actually the revenues went 
down, so I mean, that — I think your point is that intuitively you 
would think if you just spend more money on IRS, you get more 
money; you spend less, you get less, which sometimes, I think, 
doesn’t always work out. Like the GAO says, if you spend a dollar 
on the GAO, you get back $69. And somebody said, well, why don’t 
you give them a trillion dollars, and they will give us back $69 tril- 
lion, and we can all go home. So it doesn’t quite work that way. 
Maybe that is the what you are getting at. I think the Acting Com- 
missioner will probably say that it doesn’t always work exactly the 
way 

Mr. Miller. That is exactly right. It is, in general, based on his- 
tory, it is a $4 return to 1 dollar we get. In the enforcement area, 
it is higher than that. It might be as much as $6 to $8 back, but 
what the Chairman says is exactly right. By the way, if you give 
us money this year, it is unlikely to have an immediate impact. In 
fact, it may actually erode a little bit because we have to hire and 
train, and that takes people off of the revenue generating activities. 

So, it always is a lagging impact, just as reduction in budget has 
a lagging impact. We are doing fewer exams as we speak, and 
those closures will not occur this year necessarily; they may occur 
next year, so sequestration will not be an immediate hit on our 
numbers. It will tail out in 2014 and become much more evident 
then. 

Mr. Crenshaw. Thank you. 

Mr. Quigley. 

Mr. Quigley. Thank you, Mr. Chairman. 

Mr. Chairman, to your point and to the gentleman’s questions, 
I think they are absolutely fair. 

And Commissioner, to the extent that you can move toward un- 
derstanding what those numbers are, certainly helps us with ap- 
propriations. You know, you refer to it, to an extent, as a perform- 
ance matrix. Well, we can figure out there are other variables. I 
think the Chairman pointed out the revenues between 2001 and 
2009, clearly, a lot of that had to do with the economic downturn, 
correct? 

Mr. Miller. Right. 

Mr. Quigley. What other variables exist out there how your col- 
lections go? 
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Mr. Miller. There are a number of variables. Obviously, the 
number of folks we have and where we put them is a key variable. 
But also, as you mention, economic downturns and economic sur- 
pluses will impact receipts and will impact our ability. The number 
of balance dues that show up on our books during a recession is 
alarming. It is a large number, and that changes the way we do 
our work, and it will have an impact. Also, obviously, to the extent 
law is changed, that has an impact as well. 

AUDITS 

Mr. Quigley. GAO talked about — and I just want to get your re- 
action to it. They did a study December last year talking about 
shifting $124 million from field exams to correspondence exams for 
certain businesses with the possibility of increasing revenue collec- 
tions by about a billion dollars per year. I am sure you hear of 
studies like this, and I am sure you are constantly analyzing the 
most efficient way to target, given less resources. What was your 
reaction to this particular analysis? 

Mr. Miller. I would have to go back, Mr. Quigley, and take a 
look at that one. I don’t remember it off the top of my head. GAO 
does a nice job of giving us some help. I think, whether we would 
swap out work, is an interesting question. We have increased in 
the last 5 years the number of correspondence examinations we do. 
They are very efficient. They are not necessarily as weighty in 
terms of the amount of revenue they bring in, and you have to 
maintain coverage in the field because it is a different source of 
coverage than correspondence coverage. You need both. Could we 
swap out some? Absolutely, and we have done that, and I will take 
a look at that particular study and come back to you, sir. 

[The information follows:] 

We agreed with the GAO’s recommendation that we “review disparities in the ra- 
tios of direct revenue yield to costs across different enforcement programs and 
across different groups of cases within programs and determine whether this evi- 
dence provides a basis for adjusting IRS’s allocation of enforcement resources each 
year.” To do that, GAO recommended that we “develop estimates of the marginal 
direct revenue and marginal direct cost within each enforcement program and each 
taxpayer group.” We have begun a study to estimate marginal (rather than average) 
revenues and costs of correspondence exams, and expect that the methodologies we 
develop in that study will help us estimate the marginal revenues and costs of other 
enforcement programs. These will then enable us to compare the marginal revenue- 
to-cost ratio of each enforcement program as the proper basis for making resource 
allocation decisions. 


INFORMATION TECHNOLOGY 

Mr. Quigley. Sure. Thank you. Continuing the focus on effi- 
ciencies, given the absolute necessity, where are you and how do 
you analyze the need for modernizing your electronic cargo and 
software and how that might help or how it has helped? 

Mr. Miller. Sir, I think we have done really very well, and we 
rolled out a new Master File system last year. We have had a great 
deal of success in our Modernized Electronic Filing. Electronic fil- 
ing, by the way, right now is at 89 percent for individuals. That 
will come down as the year continues, but that is as high as we 
have seen it, and that is wonderful, and our systems are working 
quite well. 
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I would say we are nowhere near done, and we are getting better 
at it, as GAO as acknowledged. If you were to ask me, if you had 
one last dollar to give me and that dollar was for bodies or for IT, 
I would take it for IT because that is the lifeblood of our efficiency. 

Mr. Quigley. Thank you. 

Thank you, Mr. Chairman. 

Mr. Crenshaw. Thank you. Mr. Diaz-Balart. 

Mr. Diaz-Balart. Thank you, Mr. Chairman. 

Commissioner, good to see you, sir. Let me just first thank you 
for being so accessible, and also, we all recognize that you have a 
very difficult job to do, and thank you for your willingness to do 
that. 

Very briefly, I also want to thank you for particularly your con- 
cern, your involvement on identity theft, and you and I have talked 
about that and I think some good steps were taken. I know you are 
frustrated that more needs to be done, but I really appreciate the 
fact that you really are focussing on that, and I think we share the 
importance of that. 

Mr. Miller. Thank you, sir. 

TAX-EXEMPT BONDS 

Mr. Diaz-Balart. Let me talk about another issue that you and 
I talked about briefly, but I really kind of want to throw this out 
for my colleagues, and then I want to throw out five questions for 
the commissioner. But I do need to add again, because the commis- 
sioner has been extremely accessible, that I think we have a con- 
ference call with some of your staff on Thursday, and again I want 
to thank you. Thank you for that. 

Mr. Miller. Thank you. 

Mr. Diaz-Balart. I understand, Mr. Chairman, that the IRS is 
now considering declaring that the bonds of a special district, a 
particular special district in Florida, are taxable on the basis that 
at the time that the bonds were issued, the board of that special 
district was controlled by one or a few, a few people. My under- 
standing is that no bonds have been considered to be taxable on 
this basis before and that the IRS has never articulated this re- 
quirement before. So this would seem to be a retroactive change 
from the law governing these special districts, and by the way, 
there are hundreds, if not thousands of them, throughout this 
country. 

The burden of this ruling, obviously, would fall on the home- 
owners in those districts who would ultimately have to pay any set- 
tlements. The resident investors in the bonds, by the way, of other 
districts would also be affected by if this ruling were to take place. 
So, Commissioner, a few questions I can throw your way. 

Mr. Miller. Uh-huh. 

Mr. Diaz-Balart. Has the IRS ever made such a determination 
in the past? And if so, when and where? Has the IRS — let me just 
throw those out at you. 

Mr. Miller. Throw them at me. 

Mr. Diaz-Balart. I will throw them at you, and again, has the 
IRS ever considered this issue before? If so, what was the outcome? 



106 


Has the IRS audited a local government before where one or a 
few people controlled that local government and where the IRS did 
not declare the bonds to be taxable? 

Has the IRS considered the effect on similar issuers in Florida 
and, frankly, in other States and on the residents of those issuers, 
and obviously the investors in the bonds of those issuers? 

And finally, would this not be an issue appropriate for notice and 
for comments during the rulemaking process? 

Now, I understand those are a lot of questions, and again, I want 
to thank you for meeting with me on this before, also for, again, 
allowing and setting up Qiat conference call, but really I just need 
to make sure that we all here understand that what we are trying 
to do, what I am trying to do, is get a handle on this before it be- 
comes a major issue, because obviously, imagine those special dis- 
tricts around the country if all of a sudden this will take place, the 
impact could be devastating, it could be huge, so again, I thank 
you. Commissioner, for your indulgence and again meeting with me 
and speaking to me, but those are issues that I think we need to 
resolve. 

Mr. Miller. I think. Congressman, I am going to have to come 
back to you on the specifics, as you might have guessed. 

Mr. Diaz-Balart. I understand. 

Mr. Miller. There are, obviously, to the extent it is an indi- 
vidual district that we are dealing with. Section 6103 rules that 
would prevent discussion here, but what I can certainly guarantee 
you is that we will have further conversations as we move forward 
in this area. 

Mr. Diaz-Balart. And Commission and Mr. Chairman, I look 
forward to the conference call. I just wanted to make sure that 
these are some of the issues that I think need to be answered, and 
obviously, we will have many more. But again, I do want to thank 
you for meeting with me and I look forward to continue working 
with you. I think, obviously, we need to make sure that we can 
avoid a catastrophe of this nature because I think the impact na- 
tionally and in Florida will be, frankly, potentially catastrophic for 
folks who live in those districts, and as you know, there are thou- 
sands of them. But again, I thank you, and I look forward to con- 
tinue our conversation. 

Thank you, Mr. Chairman. 

Mr. Crenshaw. Thank you. 

Mr. Bonner. 

SEQUESTRATION 

Mr. Bonner. Thank you, Mr. Chairman. 

Going back to sequestration, Mr. Acting Commissioner, you had 
indicated that May would probably be the first month where you 
would have a day where the furloughs might come into effect. 

Mr. Miller. Right. 

Mr. Bonner. Have you yet identified how many of the 90,000 
plus employees at the IRS will actually be furloughed? 

Mr. Miller. A couple of things. It is our intention, and we do 
need to talk to the National Treasury Employees Union, we need 
to tell our folks more formally, but right now it looks like the first 
of those days will be in May. It is our intention that everybody is 
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going to be taking a furlough day. It may be that there are certain 
areas where we need to stagger them a little bit to protect the fisc, 
to protect our systems. There may be IT folks that have to be on 
in order to ensure that we are protected. There probably have to 
be cyber-security people on duty as well, but those would be very 
limited numbers of folks, and they would be taking days. They 
would just be taking different days, but it is our intention that ev- 
eryone would be taking a day. 

COMPLEXITY OF TAX CODE 

Mr. Bonner. Okay. Thank you. 

Shifting gears. In a few days, a couple of weeks, I am going to 
be holding another round of town meetings in my district. I am 
from Mobile, Alabama, along the Gulf Coast, and like most Mem- 
bers of Congress, I enjoy going home and talking to the people that 
I work for that hired me for a 2-year contract, and so I look for- 
ward to town meetings. But I am going to ask you this question 
because I have asked this question previously to your holding this 
acting post of inspector generals and previous commissioners as 
well. Do you, by chance, happen to know, since these meetings will 
occur right after the 15th of April, do you by chance know how 
many of the current number of IRS employees actually have to em- 
ploy professional help to file their taxes or use Turbo Tax or some 
type of other means other than just the old-fashion taking the shoe 
box out of the closet and the receipts and putting them together 
themselves? 

Mr. Miller. Unfortunately, I would have no way really of know- 
ing that, sir. 

[The information follows:] 

The IRS does not have information regarding the number of IRS employees using 
a professional or computer soft'ware to file their taxes. 

Below is the information for the entire taxpayer population: 

In Filing Season 2012, through the week ending 05-12-2012: 

• 70.34 million taxpayers used a professional (approximately 52 percent of 
total taxpayer population) * 

• 44.78 million taxpayers self-prepared using software and e-filed (approxi- 
mately 33 percent of total taxpayer population) ** 

In Filing Season 2013, through week ending 05-11-2013: 

• 70.38 million taxpayers used a professional (approximately 52 percent of 
total taxpayer population) * 

• 43.57 million taxpayers self-prepared using software and e-filed (approxi- 
mately 32 percent of total taxpayer population) ** 

‘does not account for taxpayers who used a professional and submitted a paper 
return. 

" does not account for taxpayers who used software and submitted a paper return. 

Mr. Bonner. It would probably be instructive. As we deal with 
the complexity of the tax code, it might be enlightening for even 
the acting commissioner to know how many of his own employees 
have to deal with the frustrations that hard working taxpayers 
around the country have to deal with, especially as we get closer 
to the 15th. I think there has been a report in previous years. It 
might be available. It might be possible to update. 

Mr. Miller. Okay. 

Mr. Bonner. When we met with former — with an inspector gen- 
eral a few years ago back when I think Mr. Serrano was chairman, 
I asked that question and suggested maybe you could even do some 
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type of online survey so your employees could say whether or not 
they do it. It is just an idea because I promise you it is a ques- 
tion — ^you know, a lot of people actually don’t think Members of 
Congress pay taxes or have other responsibilities that we do have, 
but I think it would be interesting to know how many of the em- 
ployees of the service actually have to seek professional help like 
many hardworking taxpayers do. 

Mr. Miller. We can take a look at that, sir. 

[The information follows:] 

Under the Internal Revenue Code (Code), a resident alien’s income is generally 
subject to tax in the same manner as a U.S. citizen. An individual is a resident alien 
if he or she is physically present in the U.S. a sufficient number of days to meet 
the substantial presence test under section 7701(b) of the Code. 

The Code requires an individual that has a tax filing obligation to obtain a tax- 
payer identification number (TIN) in order to file an income tax return. The SSA 
does not issue SSNs to resident aliens who are not authorized to work in the U.S. 
Therefore, the IRS issues Individual Taxpayer Identification Numbers (ITINs) to in- 
dividuals who are required to file federal income tax returns but who are not eligi- 
ble to obtain an SSN. The IRS issues an ITIN so that resident aliens can comply 
with their income tax return filing requirements. However the IRS does not obtain 
any information on the immigration status of individuals applying for an ITIN. 
Thus, we are unable to provide any information on the number of undocumented 
workers. 


AFFORDABLE CARE ACT 

Mr. Bonner. That would be great. The other question that just 
comes to mind is you were talking a little bit, I think, in response 
to either the Chairman or the Ranking Member about the Afford- 
able Care Act, and most of the responsibility for that will be on the 
Department of Health and Human Services. While we all, perhaps, 
probably everyone in this room, does pay taxes and will have that 
obligation to, on the 15th, do you know how many of the employees 
of the IRS will actually be impacted by the Affordable Care Act in 
terms of — will you be — will you, like Members of Congress and 
staff, will you be available to go into the Federal exchange? I have 
not been able to get a lot of help from Health and Human Services 
about how this is going to work, and I was just wondering if the 
Service will be under the Affordable Care Act as well. 

Mr. Miller. Yes and no, I think, if I understand the question. 
We are part of the Federal Employees Health Benefits Program, 
and that is coverage that is acceptable under the Affordable Care 
Act, and so, yes, we are covered. Yes, you are covered by the provi- 
sions, and yes, you have employer coverage and therefore you are 
not 

Mr. Bonner. So you will stay under — Members of Congress and 
their staff, not committee staff or leadership staff or Executive Of- 
fice of the President. 

Mr. Miller. Yeah. 

Mr. Bonner. There was a carve out, unfortunately, and I just 
was wondering, so you will be able to continue participating in the 
Federal Employees 

Mr. Miller. I believe so, but that is a better question for 0PM, 
than it is for the IRS because we do like everyone else in the Fed- 
eral government. 
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Mr. Bonner. Very good. Mr. Chairman, I am going to save my 
second question for the second round of questions if we go to it. It 
deals with cyher security. 

Mr. Crenshaw. Thank you. Mr. Yoder. 

Mr. Yoder. Thank you, Mr. Chairman. 

Mr. Commissioner, thanks for joining us today. We appreciate 
your testimony, and I wanted to follow up on some questions the 
Chairman was asking regarding the implementation of the health 
insurance or healthcare legislation. You may have covered this, so 
just some brief follow ups here. 

Do we have an estimate on the cost to the IRS specifically re- 
lated to implementation of the healthcare act? 

Mr. Miller. We have what we have spent so far, and we have 
what we think we will spend this year. I think tomorrow you will 
see what the President is asking us to spend next year. To get 
through 2012, we have spent something in the range of $488 mil- 
lion; $405 million of that was for IT. All of that has been from the 
HIRIF fund, which is the HHS fund, to implement ACA. This year, 
we had asked in our budget for something in the middle $300 mil- 
lions, whether it was $360 million or something like that. We did 
not get that, obviously, and so we will have to trim that back. And 
with sequestration we could get it down to $300, something in the 
realm of $309, $300 million, but with sequestration, it may be 
lower than that. Those are the ranges. 

Mr. Yoder. Is that an ongoing cost, an annual? 

Mr. Miller. It will differ going out. And I think the only esti- 
mate that I am aware of for a full 10-year period, is the CBO origi- 
nal estimate of $5 billion to $10 billion for the IRS to implement 
ACA. I think if you look at the $48 8M we have had so far, actually 
$300M this year, we may be looking at something in the lower end 
of that range, but I really don’t have and we don’t budget on a 10- 
year basis. We come to you every year. 

Mr. Yoder. And are all the forms ready? Are we at a position 
where the IRS will be on time with all the documents and forms 
that taxpayers need to fill out throughout the country? 

Mr. Miller. Yes, I believe so. 

Mr. Yoder. And do we have an estimate of what the cost of com- 
pliance is, not the healthcare cost itself, but just the administrative 
cost to small businesses, to the American people who are going to 
be affected by this? 

Mr. Miller. I don’t have a specific cost. I don’t know that there 
is one, to be honest with you. I don’t know it. We can go back and 
check on that for you. 

[The information follows:] 

The IRS does not have any information regarding the administrative cost to small 
businesses resulting from new ACA Code provisions. 

Mr. Yoder. I think it would be helpful to know because we talk 
a lot on this committee about the cost to government to implement 
the acts that are passed in Congress, but we probably don’t spend 
enough time really diving into what is the cost, particularly related 
to your agency on the compliance side; how much do Americans, 
how much are they going to be spending just filling out the paper- 
work that the IRS requires to ensure that there has been proper 
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compliance? Do we have an estimates of what the cost of compli- 
ance with the Internal Revenue Code is overall in this country? 

Mr. Miller. I think that there are those studies, but we would 
have to go probably to the Department of Treasury for that. I don’t 
have that with me, but I don’t doubt that there are probably sev- 
eral of those. I don’t know them off the top of my head, sir. 

RETURN ON INVESTMENT 

Mr. Yoder. Okay. And then to follow up on the conversation was 
being had regarding the tax gap and tax compliance and really the 
bang for the buck in terms of where we spend dollars at the Fed- 
eral Government and where those dollars have the most value to 
the American people, I think — certainly, I think your testimony is, 
sir, that for every dollar we were to place into the IRS, we would 
receive $4 back into the Treasury; is that how I understood your 
testimony? 

Mr. Miller. That is the minimum. To the extent they are en- 
forcement dollars, it is larger than that, but for any dollar, the 
agreed upon amount is $4-plus. 

Mr. Yoder. And Mr. Womack and the Chairman were both sort 
of following up on that question. Certainly your testimony then 
isn’t that if we put a trillion dollars into the IRS, we get $4 trillion 
back, so how does that actually work itself out versus the law of 
diminishing returns? I think Mr. Womack was trying to get at that 
question. 

Mr. Miller. And I appreciate that, sir. I don’t think I answered 
that one well because I don’t think there really is an answer. We 
are limited in the amount we could manage, right? We couldn’t 
manage a trillion dollars, even if you wanted to give it to us, be- 
cause it is well beyond that amount with which we could accom- 
plish anything. So what we ask for is what we think we could 
spend, and those amounts are manageable, and we will see tomor- 
row what those are. 

This year we were funded at $11.8 billion in the CR, and above 
that for the President’s ask. Certainly those are amounts for which 
I believe the 4:1 ratio is absolute. Beyond that, it will depend, be- 
cause we will get to the point — ^you are absolutely right — where we 
cannot spend it all. 


TAX GAP 

Mr. Yoder. The tax gap in this country, I think, is estimated at, 
what, 400-some billion dollars? What is that, the number the IRS 
uses for those dollars that are out there that should be being paid 
that are not being paid? 

Mr. Miller. So we can come back to you on tax gap. 

[The information follows:] 
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IRS Releases New Tax Gap Estimates; Compliance 
Rates Remain Statistically Unchanged From Previous 
Study 

IR-2012-4, Jan. 6, 2012 

WASHINGTON — The Internal Revenue Service today released a new set of tax gap estimates 
for tax year 2006. The tax gap is defined as the amount of tax liability faced by taxpayers that is 
not paid on time. 

The new tax gap estimate represents the first full update of the report in five years, and it shows 
the nation’s compliance rate is essentially unchanged from the last review covering tax year 
2001 . 

The tax gap statistic is a helpful guide to the scale of tax compliance and to the persisting sources 
of low compliance, but it is not an adequate guide to year-to-year changes in IRS programs or to 
year-to-year returns on IRS service and enforcement initiatives. 

The following table summarizes the new estimates being released today, as compared to the 
2001 estimates, along with the total tax liabilities in each year. 



Tax Year 2001 
{billions) 

Tax Year 2006 
{billions) 

Total Tax Liabilities 

$2,112 

$2,660 

Gross Tax Gap 

$345 

(83.7% compliance) 


Enforcement and Late Payments 


$65 

Net Tax Gap 


$385 

(85.5% compliance) 


The voluntary compliance rate — the percentage of total tax revenues paid on a timely basis — 
for tax year 2006 is estimated to be 83.1 percent. The voluntary compliance rate for 2006 is 
statistically unchanged from the most recent prior estimate of 83.7 percent calculated for tax year 
2001, 

On a relative basis, the tax gap is largely in line with the growth in total tax liabilities. In addition, 
some growth in the tax gap estimate is attributed to better data and improved estimation 
methods. For example, the IRS developed a new econometric model for estimating the tax gap 
attributable to small corporations which was then applied to newer operational data. Also, large 
corporation tax gap estimates for 2006 are based on improved statistical methods and updated 
data. Finally, the data related to individual income taxpayers continues to improve based on 
improved estimation techniques and newer data. 

The tax gap can be divided into three components: non-filing, underreporting and underpayment. 

As was the case in 2001 , the underreporting of income remained the biggest contributing factor to 
the tax gap in 2006. Under-reporting across taxpayer categories accounted for an estimated $376 
billion of the gross tax gap in 2006, up from $285 billion in 2001 . Tax non-filing accounted for $28 
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billion in 2006, up from $27 billion in 2001. Underpayment of tax increased to $46 billion, up from 
$33 billion in the previous study. 

Overall, compliance is highest where there is third-party information reporting and/or 
withholding. For example, most wages and salaries are reported by employers to the IRS on 
Forms W-2 and are subject to withholding. As a result, a net of only 1 percent of wage and salary 
income was misreported. But amounts subject to little or no information reporting had a 56 
percent net misreporting rate in 2006. 
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Mr. Miller. It is in the middle $400 million. After you net every- 
thing else out, including voluntary payments and involuntary pay- 
ments, it is much less than that. But the voluntary compliance 
rate, which is on 2006 numbers, is in the 83 percent range. 

Mr. Yoder. So leaves about a $400 billion, $450 billion tax gap 
number. 

Mr. Miller. That is the gross gap, I think. 

Mr. Yoder. The gross gap. 

Mr. Miller. The net gap is less than that. And I can come back 
on those numbers. 

Mr. Yoder. The total budget of the IRS that is going to be re- 
quested tomorrow, that number is not public. The current 2013, the 
estimate the IRS will spend after sequester is how much? 

Mr. Miller. $11.19 billion. 

Mr. Yoder. $11.19 billion. So the tax gap is roughly $480 billion. 
I think Mr. Womack said 485 over here — 385 — I apologize — 385. So 
your budget right now is about $11 billion. On a 4:1 ratio then 
would it take about $100 billion then to get that other $400 billion 
at a 4:1 return? 

Mr. Miller. No, that is not my testimony, because we could not 
do that, obviously. What we can do is close the gap through a batch 
of ways, including some legislative. There is more money out there 
could be gotten with more bodies. There is no question about that. 
It will not be a pretty thing to give us the ability to go farther 
down the line of some of that money. But there will always be a 
tax gap, and it varies place to place. 

It will be interesting to see what some of the reporting that you 
have given us will do to the tax gap in the next couple of years, 
such as the foreign account reporting, the credit card reporting and 
the basis reporting. Those are going to be interesting things which 
should make us much more efficient. We would not need as many 
people to get at that money. 

efficiencies 

Mr. Yoder. So I am glad you said efficiency, because I think that 
is something we can all agree on, that if we could actually get a 
greater efficiency in terms of dollars that IRS spends in its return 
and closing that gap, that would be something that certainly every- 
one would think would be a beneficial use of taxpayer funds in a 
more effective way. 

I know you are investing in technology and IT, and I have had 
constituents write in, one constituent sent me a note with an arti- 
cle, I think it was in 2011, that said investigators found an address 
in Michigan that was used to file 2,137 separate returns. We have 
had some cases where hundreds of refunds are deposited into the 
same bank account. 

Those do not seem like manual mistakes; those seem like mis- 
takes that would be caught by greater technology. And I guess a 
couple questions for you. One, how are your technological advance- 
ments going to make it more effective so that we can avoid those 
fraudulent transactions, those fraudulent claims in a way that does 
not required us to invest in more people but to invest in a more 
effective use of the dollars we have? 
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And then I just note in the Inspector General’s report that they 
cite hundreds of millions of dollars of reforms, including reducing 
office space by almost a million square feet, resulting in potential 
rental savings over $100 million over 5 years, and a variety of 
other things. And I guess are those items being implemented? Do 
you have disagreement with some of the items in that report? And 
what are things that, beyond just saying if we give you a dollar you 
are going to return $4, but what are other things that the IRS can 
do to turn the resources we are using now to greater results 
through using efficiencies and greater effective policies? 

Mr. Miller. That is a set of questions. Let me hit the first one 
of those if I could, the technology question. I will be specific in an- 
swering the one that you raised. In an identity theft world, where 
we were seeing a lot of refunds going into an account or a lot of 
refunds going to an address, we have the technology fixes in place 
for that this year and it seems to be working. 

That is something that we saw happening and we took techno- 
logical action on that through clustering sorts of filters. We are 
doing more of that and I think we are doing it much better. I would 
say we did much, much better last year than we did the year before 
on identity theft, and we are doing better still this year. We still 
have work to do. Do not get me wrong. 

On the Inspector General’s report, I am not familiar with each 
and every one of the recommendations. I can speak to rent. We 
have been very aggressive, and you will see in my written testi- 
mony just how aggressive we have been. We have closed, or are in 
the process of closing, 43 posts of duty; 600,000 square feet of space 
has been returned this year. We have stopped paying rent on 
600,000 square feet. Over the next 2 years, 1.4 million square feet 
of rental space is going to be turned back. So we are pretty aggres- 
sive on that. 

I outlined in my written testimony, and even in here, the con- 
tract savings we have, the travel and training savings that we 
have. We have been aggressive over the last couple of years. Con- 
gressman. 

Mr. Yoder. I appreciate that. 

Thank you, Mr. Chairman. 

Mr. Crenshaw. Thank you. 

I think we have time for another round of questions. I would like 
to ask a couple of quick ones. One, as we talk about this, the tax 
gap, you know, it is kind of intuitive, you spend more money then 
you would get more money. But I think we have talked about the 
fact that bracket creep and population and GDP, all these things 
have an impact, and I think we all are aware of that. 

TAX SIMPLIFICATION 

One of the interesting things is, I read not long ago that former 
Commissioner Shulman, here is what he said. He said, making the 
tax code less complex is the single most important thing we could 
do to improve taxpayer service and boost compliance. So it is inter- 
esting, you know, it is almost like you could say we could appro- 
priate more money or we could make the tax code more simple, be- 
cause if we make it more simple, it is easier to comply with, it is 
easier to comply with, then it is easier to enforce. And that may 
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be one way that we could increase the revenues that would not cost 
any money if we get around to actually simplifying the tax code. 

I do not think anybody disagrees with the fact that it is pretty 
complicated, hard to understand. I think somebody said it is thick- 
er than the Bible but it does not have any good news in it. Some- 
thing like that. I had a law professor in law school say, he called 
it the thicket of verbiage. 

So I guess I would ask you as we talk about, ways to collect more 
revenue, do you agree with that, that there is a relationship be- 
tween complexity of the tax code and compliance? Because at the 
end of the day the question might be, if we could simplify the tax 
code and make it easier to comply with, and make it easier to en- 
force, then you would not be as overworked as you are today. 

Mr. Miller. I think that is right. That is an absolutely valid set 
of comments, Mr. Chairman. I think that the Code is way too com- 
plex. I could not agree more with Doug’s commentary in terms of 
making it simpler. Certainly the number of calls we would get 
would be diminished. Our difficulties in processing and matching 
should be lessened. So, yes, I agree, I would love to see a simpler 
tax code. 

Mr. Crenshaw. And I guess maybe we could report to our 
friends on the authorizing committee, if they could simplify the tax 
code then that would reduce some of the need to spend the money 
we have to spend to help people comply and also to catch the peo- 
ple that are not complying. 

IDENTITY THEFT 

Just one last question, because we have talked all around this, 
and we talked a little bit about it when the Inspector General was 
here, about that whole question about fraud, filing tax returns. As 
I remember, it was something like maybe 900,000 stolen IDs. Peo- 
ple filed the tax return based on identification theft and then 
maybe $6.5 billion was paid out. And I guess can you talk about 
it from your standpoint firsthand? And are there things that we 
can do? Do you need more resources? Do you need more authoriza- 
tion? How can we get a handle on that? 

Because as I understand it, once it takes place, I mean, one of 
the things the Inspector General said, well, the best I can do is tell 
you to file early. But if you file after he files, as I understand it, 
you can be caught up in a big mess that might take 6 months, even 
though you have not done anything wrong, somebody stole your ID, 
filed a tax return, ended up getting a refund, and when you file 
your tax return somebody says, you are not that person. So you 
have got to now prove you are, which in fact you are, and you are 
stuck with a 6-month process of trying to get out of this mess. So 
obviously if we could stop it on the front end. Are there things that 
we can help you do from a legislative standpoint? 

Mr. Miller. I think that the budget will include a few things 
that will help with identity theft. I could argue with the $6.5 bil- 
lion. I think that that is based on old schemes that we have taken 
care of I do not know what the number is, to be honest with you. 
I think a million people probably is not far from being wrong, in 
terms of the number of people who have had their identities stolen. 
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I mentioned in my testimony that we have gotten better at this, 
and I think I mentioned it earlier, in Q&A. We have improved. We 
stopped $14 billion in fraud in 2011. We stopped $20 billion last 
year. Five million returns were stopped. And you are absolutely 
right, you have got to stop it up front or it creates all sorts of prob- 
lems. 

But you are also right that if you are the second one into the sys- 
tem, you will run into an issue with us. We will have to work with 
you through having you file on paper, through having you file an 
affidavit with us. And the sheer number of those has caused us 
some delay. But I can tell you that we are getting much better at 
that, too, that we are closing many more than we are receiving, for 
the first time in quite a while, and that by the end of this year we 
should be in a much better place, and that 6 months, hopefully, 
will be the exception and not the rule. I hope to have 60 to 90 days 
to report to you. It is still going to take a while. It is not going to 
be immediate that we can get the right person through. 

In the future, the gold standard here, Mr. Chairman, would be 
that when you come in to file your return, you prove you are who 
you are. When you go through our filtering system, we have an ag- 
gressive set of filters that will help us. And that will get us to the 
point where we have many fewer people running into the wall here. 
We have 770,000 PINs now that allow a person who has been the 
victim to get through our system much easier, and that is going 
quite well. We are doing this as we speak. We are doing some work 
around so-called out-of-wallet questions, which means there is 
something that you know, but that somebody who steals your iden- 
tity probably does not. We are running a test right now — the finan- 
cial industry does this now — on asking what was your car, what 
was your first car, where did you live on a certain date? Questions 
that a thief is not going to know the answer that you probably will, 
and that will give us the sense that you are who you say you are, 
and we can move you through the system faster. 

We are testing that now. That is the gold standard going for- 
ward, I hope. And next filing system we will see whether we can 
get there. But it is not an easy task for us, and while we are doing 
much better, I do not want to give the impression that we are done 
because we are not. 

Mr. Crenshaw. Is there any kind of authority that we can help 
with, other than obviously in terms of resources, but just in terms 
of any kind of administrative issues or 

Mr. Miller. There are some issues in terms of what we can 
share with State law enforcement in the 6103 area. There are also 
some issues around — and we will be glad to work with staff on 
this — there are some issues that will be addressed, I think, in the 
budget. They are generally around the strength of penalties in the 
criminal area. In the civil area there is the Death Master File 
which has caused consternation in terms of the forced publication 
of people’s names and Social Security number after they have 
passed, that people then scoop up and use to file. There are things 
of that nature on which we can work with you, and there is a 
whole list of them, sir. 

Mr. Crenshaw. We will be happy to help where we can. 

Mr. Miller. And we could use resources. 
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Mr. Crenshaw. I understand. You already said that. 
Mr. Serrano. 


EARNED INCOME TAX CREDIT 

Mr. Serrano. Thank you, Mr. Chairman. 

You know, one of the questions that has come up throughout the 
years — I was tempted to quote one of my favorite subjects — not fa- 
vorite subjects, the result was never one of my favorite ones — was 
that there was a lot of discussion around the Earned Income Tax 
Credit, which in my opinion in some cases was targeting a certain 
part of the community. And at one point the numbers were pretty 
bad. Forty-five percent of the audits were being conducted on 17 
percent of the taxpayers and disproportionately those obtaining the 
EITC deduction. 

So in keeping in line with the discussion about IT and the im- 
provements you are making, are those improvements that you have 
made going to enable you to make better decisions about where the 
IRS should do the audits? 

Mr. Miller. I would hope so, Mr. Serrano, I would hope so. I 
think our percentage is lower now in the EITC area than it was. 
I think also I should mention that we have tried to be balanced in 
our approach across income levels. We have a fair amount of cov- 
erage in the upper income levels as well. 

I do think we still see a good deal of error and fraud in the EITC. 
We are trying to leverage resources. We have not talked about that 
this afternoon, but we should. We have been working on our return 
preparer leverage. Another way for us to be more efficient is in our 
regulation of the return preparer community, many of whom are 
working on the EITC. We have done work with that community to 
try to have them exercise more due diligence, to talk to them on 
a basis that gets them to create better EITC returns. Hopefully 
that will have a beneficial impact for the recipient and for the gov- 
ernment, in terms of being able to leverage our efforts with respect 
to a preparer of hundred returns instead of return by return. That 
is less burdensome on the taxpayer as well. 

Mr. Serrano. In the past there were comments made to this 
Committee about this issue in the sense that in some cases it was 
not the individual who went in. And I am not saying one is not to 
blame. If there is something going on here that should not be going 
on people have to pay the price for that. But that they were encour- 
aged by some of the people who prepare these forms to claim some- 
thing that they were not supposed to be claiming. 

Do you know that to be a fact? Is that growing? Is that part of 
what you are discussing, to work with those communities so that 
in fact it may not be something they are doing to do the wrong 
thing but actually encouraging people to do the wrong thing by not 
being informed. 

Mr. Miller. I think the EITC is a difficult provision. It is com- 
plex. It is not evident to us, from the face of the form, exactly what 
is happening. I do think we have seen some return preparers, for 
good or bad, doing the wrong thing with respect to the EITC re- 
turns. We began last year something called the Real Time pilot. It 
is a technology improvement as well. We look at returns as they 
are coming in. We look to see who has prepared them and are they 
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bad returns. And if they are bad, as quickly as we can, we are 
going out and talking to the preparer to try to drive them in the 
right direction. 

That is the kind of thing we are trying to do to be more efficient 
in our EITC work, not necessarily to burden the taxpayer, but to 
get the return preparer on the straight and narrow. Whether they 
are making errors or whether they are doing something worse than 
that, I do not know. But we are trying to be more aggressive in 
early intervention here. 

OFFSHORE VOLUNTARY DISCLOSURE PROGRAM 

Mr. Serrano. Well, I appreciate that and I appreciate that ap- 
proach. So for my last question, Mr. Chairman, we go from the 
lower income tax earner to the folks who have money offshore in 
the Offshore Voluntary Disclosure Program. You highlighted the 
success through which $5 billion was collected through the end of 
fiscal 2012. 

So my question is, you know, how is that program doing now? 
What is your evaluation, other than $5 billion is a great number? 
And with the cuts we are making to the IRS, or not increasing the 
funding at the proper level, is this program in danger of not being 
able to continue the success story so far? 

Mr. Miller. Well, I think I will start with a discussion. It has 
been a success story, 38,000 folks have come in, $5 billion-plus over 
the last few years. It has been a success. 

That said, how will resources impact it? Not everybody comes in 
voluntarily. Where we receive information through a whistleblower, 
where we receive information from another source, a treaty or oth- 
erwise, where we receive information, in the next couple of years, 
from foreign financial institutions, there will be a lot of work to do 
in those cases. Those will not be voluntary cases. There will be ex- 
aminations and those traditionally are very difficult and time-con- 
suming examinations that use some of our best agents. That could 
be an issue. And to the extent that that does not happen, then I 
am not sure the voluntary compliance program will continue to be 
a success, because you do need, in addition to the open window, a 
bit of enforcement behind that. I would also say you do need both 
an aggressive enforcement arm, as well as the opportunity for peo- 
ple to come in voluntarily. 

Mr. Serrano. Well, I would hope that we could continue to grow 
the program. I know that is a bad word around here. But it is a 
fact that this one gets a return, and deals with fairness, too, so 
that the person who is working in an office or a factory is being 
treated the same way as the person who has got money somewhere 
else. 

Well, thank you, sir, and thank you for your service and thank 
you for your answers today. 

Mr. Miller. Appreciate it sir. 

Mr. Crenshaw. Mr. Womack. 

EMPLOYEE PRODUCTIVITY 

Mr. Womack. I want to go back to efficiency for just a minute, 
and I am going to zero in on what I call a productivity model. I 
assume that the IRS, like other agencies, has some criteria by 
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which they judge the performance of their personnel. And I call it 
a productivity model. Call it what you want. Do you study those 
models? 

Mr. Miller. We have a goodly number of measures, Congress- 
man, that we do look at. We look at everything from the number 
of examinations per person, all the way through coverage in certain 
areas. So we have no lack of measures, most of which are produc- 
tivity measures. 

Mr. Womack. Generally speaking, on what day are your people 
most productive? Are they as productive on Monday, say, as they 
are on Friday? Are they more productive Tuesday, Wednesday and 
Thursday? I mean have you gotten down 

Mr. Miller. We have not done that. I can say that on the 
phones, Monday is our busy day, so we are more productive on the 
phones on Monday out of necessity. But outside of that, I am un- 
aware of us doing something like. I am aware of some of the manu- 
facturing firms that do that sort of analysis on a daily basis. That 
is not what we have done. 

Mr. Womack. So going back to your testimony originally about 
furloughs, what will be the rationale to use on just when the IRS 
subjects its people to a furlough? 

Mr. Miller. So, the analysis will be severalfold. One, we will 
have to decide when it makes sense to do it. There is no doubt, ob- 
viously, that a day around a holiday may be a less productive day 
at the Internal Revenue Service. 

Mr. Womack. You think? 

Mr. Miller. I do not doubt that the Service is like many other 
institutions that way. And so that is going to be something we are 
going to think about, obviously. 

We are also going to have to think about the well-being of our 
employees, which means we are not going to bunch these things in 
a fashion. It is okay for me to take this time off. I can afford it. 
It is a little different for a grade 4 or a grade 5 in one of our proc- 
essing facilities, living hand to mouth, to afford it. We are going to 
have to space them out for that reason. So we would not do more 
than one in a pay period, for example. We have to try to space that 
out a little bit. 

We also would think about what day and how we do this. Does 
the IRS close for that day, or do we sort of do this on a graduated 
basis? We are still talking about that. But I can say, I think in 
terms of our call sites, that we will close for the day. Otherwise 
people will be frustrated with a continued lack of service on the re- 
maining days, because we will be down throughout the week in- 
stead of just closed on a given day. Our judgment is that is the bet- 
ter way for the Agency to operate. It may be that we choose to close 
entirely because that is more efficient in terms of our security and 
other ancillary costs. Those are the kind of things we are talking 
about. 

Mr. Womack. Who will make the ultimate decision on when? 
Will it be pushed down to the managerial level, subordinate mana- 
gerial levels, or will it 

Mr. Miller. No, it will be my senior staff and I that will make 
the decision. To push it down, I think, invites a sort of madness 
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and inconsistency, and puts managers in a bad place as well. So 
I think we will make a decision at the highest levels of the Service. 

Mr. Womack. Sir, I do not want to put you on the spot but let’s 
say it is time to make that decision, would you say that the prin- 
cipal guidance, the cornerstone principle in the decision is going to 
be based on productivity or protection of the, I think you said the 
class 4, class 5 employee? How would you 

Mr. Miller. It is going to be a mix of all those things, including 
what is best for the taxpayer, sir. It will be all of those things. 

Mr. Womack. In your own opinion do you think it would make 
more sense if, say, we dealt with the lower performing employees 
first, whether to retain them at all, as opposed to furloughing our 
highest performing employees? 

Mr. Miller. That is probably a question best given to 0PM be- 
cause those are rules that are across government. 

Mr. Womack. And if they were here I would ask them for their 
opinion, but I was asking for yours. 

Mr. Miller. In my understanding of the rules, I am not going 
to be able to effectuate something like that. 

Mr. Womack. Mr. Chairman, thank you for the time. 

Thank you, Mr. Commissioner. 

I yield back. 

Mr. Crenshaw. Thank you. 

Mr. Diaz-Balart. 

IDENTITY THEFT 

Mr. Diaz-Balart. Thank you, Mr. Chairman. 

Commissioner, going go back to identity theft, and South Florida, 
as you know, is, frankly, ground zero, right, for identity theft, and 
whether it is IRS or any other kind of identity theft. And I know 
there have been some pilot programs in cooperation with the 
State’s attorney’s office and local law enforcement. 

Could you give us any idea as to, is it working as well as you 
had hoped? Is it yielding any results? Is there anything else that 
we could be doing and anything that we could do to help you do 
that? 

Mr. Miller. I think it is. We would have to talk to the States 
and local governments about this. This speaks to the fact that, in 
Florida in particular, there is no income tax, and as a result, we 
do not have a natural way of communicating with law enforcement. 
In many other States, it is easier to collaborate because we can 
talk about taxes to other tax people. But in Florida and some other 
States, it is more difficult and local law enforcement does not have 
the right, under section 6103, to get that information. So what we 
did was create a waiver process for victims who wanted to help out. 
They give a waiver to local law enforcement to come to us and 
allow us to share the information. 

I would say it got started slowly. Florida and about eight other 
States were first. We have had 1,500-plus waiver requests and it 
is working all right. And we just recently, in fact in the last few 
weeks, we expanded it across the country, judging that it worked 
well. We have, I think, more than 300 local and State authorities 
that are participating with us at this point. 
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Mr. Diaz-Balart. That is good news. Before you were talking 
about the issue about the PIN. And obviously the IRS is not the 
only one who is subjected to this kind of theft, not only folks that 
deal with the IRS. It is the private sector, it is credit cards, et 
cetera. Coincidentally I went to get gas last night at a gas station 
in Miami and it was declined because they just — I guess it was a 
gas station that they did not know I went to much or whatever. 
And it literally was declined, I had to call, and then they are like, 
is this yours? Great. And then they reestablished the credit card. 

Now, they are not immune, I am sure we have all heard about 
the, I guess, billions of dollars where the private sector was hit on 
as well. But here is my question. When you are going through your 
process, are you doing it internally or can you contract some of this 
stuff out to others who are doing it? Are you looking at what the 
private sector is doing? Are you looking at contracting with the pri- 
vate sector? Or do you know if you have a better record, frankly, 
than some of those credit card companies — and I will just mention 
that — and therefore are doing a better job internally if you are not 
contracting? How does that work? 

Mr. Miller. You ask a mix of questions again and I will give a 
mix of answers, if I could, Mr. Diaz-Balart. 

Mr. Diaz-Balart. Kind of throwing it out there for you. 

Mr. Miller. I did mention earlier in the hearing that we are 
doing some out-of-wallet work. And out-of-wallet work would be to 
go to an outside contractor who has the sort of information that 
says, “where did you, Steve Miller, live in 1995?” And do the com- 
parison there. We are testing to see whether that works, whether 
that is a way forward. 

In a perfect world, again, you would prove that you are Steve 
Miller before you file your return. When we receive your return, 
you have everything that we know about you accessible. We know 
that Steve Miller has lived in the same house for the last 20 years, 
that he has the same wife and dependent, and things of that na- 
ture, so that we could compare it to what comes in. Right? Because 
it seems obvious that Steve Miller probably does not have nine de- 
pendents and has moved to South Florida, for example. That would 
be an odd sort of change and that should raise flags for us. We are 
getting there. We are not there yet. But that is where we need to 
get to. 

I think financial institutions, and we are talking to them all the 
time, financial institutions have a much richer database of inter- 
actions. They know where you have been shopping. They know 
what you have been doing with that credit card. And it is much 
easier for them to flag discrepancies. We need to get there. Our 
issue is it is only once a year, really, that we have an interaction 
with you. It is not a series of credit card transactions. We will get 
there. 

Mr. Diaz-Balart. Thank you. 

Thank you, Mr. Chairman. 

Mr. Crenshaw. Mr. Bonner. 

CYBERSECURITY 

Mr. Bonner. Mr. Chairman, I am going to ask two more ques- 
tions. I want to veer off the identity theft per se and talk a little 
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bit broader about cybersecurity and specifically with regard to for- 
eign threats. When the Inspector General for the Treasury for Tax 
Administration came before this Subcommittee last month, I had 
the privilege of asking him a question that I am going to ask you 
and I would very much appreciate your response on this. 

Recent news reports have detailed the extensive penetration by 
advanced, potentially state-sponsored cyber espionage threats 
against American businesses and government agencies. Obviously 
the tax and financial information of American businesses and indi- 
viduals would be highly valuable to cyber criminals and other 
hackers. 

Can you give us an assessment about what the IRS is doing to 
protect its systems, especially from foreign threats, if you know of 
any? 

Mr. Miller. I think we are probably better served coming back 
to you in more detail and possibly, if you want, having our cyberse- 
curity guys come up and talk to you directly. 

I can say I think we have a first-rate team, that we take it in- 
credibly seriously, that it is not necessarily about penetration into 
the system. It is what you do once you are in the system and how 
you get out again. And we are very good at that, I think. 

That said, it is not a perfect world. But I think we would be bet- 
ter served, if you would like, if we can come up and have a more 
direct conversation with you. 

Mr. Bonner. Mr. Chairman, that is just an idea. I know we both 
sit on the Defense Subcommittee and we have had numerous hear- 
ings about cyber threats and especially from foreign entities. So it 
is just an idea that the Committee might want to consider. 

I am going to shift gear in my last question. And I am not trying 
to throw you a curve ball. I asked earlier if you knew how many 
people who worked with IRS employ professional tax preparer serv- 
ices. You said you did not, but you would try to get that answer 
if possible and get back to us and that would be great. 

[The information follows:] 

Please refer to the earlier response on page 107. 

REGULATIONS 

Mr. Bonner. From time to time, I do not know if the Acting 
Commissioner of the IRS has ever run into this, but Members of 
Congress sometimes are exposed to questions from their constitu- 
ents. Why would you knucldeheads pass this law that would force 
me to do this thing, this act? Many times it is not actually a law. 
It is not even legislation that ever moved up here. It is some rule 
that has been promulgated by an agency or a department that the 
law created. I will give you a quick example that has nothing to 
do with you. We live on the Gulf Coast, Mr. Diaz-Balart and Mr. 
Crenshaw and I do, and I know Mr. Serrano would like to live on 
the Gulf Coast, but he lives in the beautiful Bronx. 

Mr. Serrano. Eventually he will. 

Mr. Bonner. Eventually he will. But the Department of Com- 
merce, which again has nothing to do with you, but they have the 
National Marine Fishery Services under the Department of Com- 
merce, and they have recently come out with a rule — not a law, not 
a bill that we introduced, legislation we passed or that President 
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Obama signed into law — but a rule that says that you can only 
catch red snapper for 27 days, two fish per day. That has nothing 
to do with the IRS, but I am using that as the example. 

Do you have any idea how much of the tax code that is enforced 
by the IRS and administered actually is a direct result of legisla- 
tion but became enacted into law versus how much of it is enforced 
by some rule or regulation that is interpreted by the IRS? Does 
that question make sense? 

Mr. Miller. It makes sense. I do not think I have an answer for 
you, though, Mr. Bonner. I do not. I mean, admittedly, I am quite 
sure that there are places in the regulations where we are more 
complex and more difficult than we need to be. The regulations are 
more voluminous than the code is, and the code is bigger than the 
Bible. So I am quite sure there are places where that is the case. 
We try our best not to do that, and succeed sometimes and do not 
succeed other times. But I do not know what the balance of that 
is. 

Mr. Bonner. It was a thought that came to mind as you were 
answering some other questions and do not even know that it 
would be possible to get a number on it. But it is, at least to the 
people who live in my district, and I cannot believe I am alone, it 
is very frustrating at times when people look at Washington, look 
at government in a broad brush and think that sometimes these 
crazy ideas that come down from this city, actually that we even 
had a debate on it, much less a vote on it. And I can just only 
imagine, because as I said, I am getting ready to do town meetings, 
and every other town meeting I have had always I get a question 
about the complexity of the tax code, and I was just curious. Thank 
you very much. 

Thank you, Mr. Chairman. 

Mr. Crenshaw. Thank you. I understand, I am not sure, but I 
am told that the word “child” has 19 different definitions under the 
tax code and the regs that accompany that. So it is not hard to 
imagine people having a tough time understanding what is in 
there, whether it is a regulation or whether it is actually in the 
code. 

Mr. Yoder. 


TAX REFORM 

Mr. Yoder. Thank you, Mr. Chairman. 

And following up on Mr. Bonner’s line of questioning, I guess 
when we look at tax reform, that is a fundamental, I guess, discus- 
sion we have to have, which is how did all these things get into 
the tax code, 70,000 pages, 4 million words. It is very frustrating 
to small businesses and individuals who try to comply. 

I know the Chairman brought up tax reform earlier. What extent 
is the IRS directly engaged in conversations regarding tax reform? 
Does the IRS have a history of offering up specific proposals? 

Mr. Miller. We have offered up proposals in the past. And we 
are asked one-offs, at this point. I do not think we are part of any 
sort of organized discussion right now. I would hope we would be 
in that, because to say tax reform is wonderful is right. But it 
needs to be done with the knowledge of what our systems can do 
and cannot do, and the time it would take to get to a point where 
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we catch up with the law. So there are things that we do bring to 
the table. Again, tax reform generally would be the Department of 
Treasury’s Tax Policy arm, they would be doing that. 

Mr. Yoder. Both parties and folks from I think both ends of the 
political spectrum are talking about tax reform. We know the Ways 
and Means Committee is focused on it. It is going to be a signifi- 
cant part of the policy debate in Washington, D.C., this year. Look- 
ing at State examples or other nations, are there empirical data 
that shows that the simplicity of the code relates to — I know the 
chairman asked about this already — tax collection in particular? 
And are there examples of codes that not only have greater compli- 
ance rates but are very simple and yet effective in achieving the 
results? Do we have other countries that have a good model? 

Mr. Miller. I am unaware of that and I would not necessarily 
be exposed to that. I would think, again, we would be able to talk 
to the Tax Policy folks and the economists over there who may 
have been doing much more work in that area than I would have 
at this point. 


AUDITS 

Mr. Yoder. Okay. And then we can spend some time discussing 
the audit procedures, the compliance related to that, and we have 
talked at length about identification, folks stealing identification. 
Looking at some of the audits, I was looking at the Inspector Gen- 
eral’s report, just to quote from it a little bit, it says, “IRS statistics 
show that 50 percent of the partnership returns audited after being 
selected by the Discriminant Index Function system or related DIF- 
selected returns were closed as a no-charge in fiscal year 2011. The 
IRS has relied on the system to decide how to best allocate its 
audit resources. According to the IRS, a high no-change rate means 
the IRS is spending a significant amount of resources on unproduc- 
tive audits and compliant taxpayers are unnecessarily burdened by 
these audits.” 

Do you concur with those findings? And what are we doing to fix 
that problem going forward? And how do we, maybe at least in the 
case of these DIF system-related audits, how do we create a system 
that burdens taxpayers who are obviously following the rules prop- 
erly less and targets those who are not more? 

Mr. Miller. Let me talk about partnerships after a more general 
discussion on the selection of returns. I think it is absolutely the 
case that it is actually a problem if we have a high no-change rate, 
which means we have come to you and we have found that you are 
generally compliant, we have no adjustments to your return. We 
will always have some of that, but something at the 50 percent 
level indicates we are probably either doing it wrong or should not 
be there. And it could be either, actually. 

The partnership area has been difficult for us. I think more re- 
cently that is not the case. I think we are doing better in terms 
of audit selection. I would say the partnership area has grown, that 
we are seeing huge growth in the number of flow-through entities. 
And we need a presence there. We also need to have a better selec- 
tion mechanism. And we are getting there. But the fundamental 
point is right. If you have a high no-change rate, then you are prob- 
ably either doing something wrong or should not be there. And we 
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need to move away from those areas and better target our re- 
sources. 

Mr. Yoder. We will look forward to those results. Appreciate it, 
Mr. Commissioner. 

Thank you, Mr. Chairman. 

Mr. Crenshaw. Thank you. 

And, Mr. Miller, we genuinely thank you for taking the time to 
be here today. The largest agency that we provide funding for. We 
appreciate your service, all the service of the 90,000 people. And in 
particular, as you know, in these difficult economic times, the work 
that you do is so important to providing the funds. The more we 
collect that is duly owed, the better off we are. And so if there are 
ways in these difficult times, if we can work together, we want to 
work with you. And genuinely thank you for all the work that you 
do and for being here today. 

Mr. Miller. Thank you very much, Mr. Chairman. 

Mr. Crenshaw. This meeting is adjourned. 

[The information follows:] 
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Financial Services and General Government Subcommittee 
Hearing on the Internal Revenue Service 

Questions for the Record Submitted by Chairman Ander Crenshaw 

Return on Investment 

Members of Congress have repeatedly asked the IRS to close the tax gap, but closing it is neither 
cost-free to the government nor burden-free to the taxpayer. The tax gap is an estimated $385 
billion and the IRS’s return on investment is $1 to $4. 

Question: If Congress provided the IRS with an additional $100 billion, could the IRS eliminate 
the tax gap? 

Answer: Overall, the IRS return on investment (ROI) - annual enforcement revenue collected 
divided by the IRS total annual appropriated budget - is roughly $4 or $5 to $1. ROI varies, 
however, depending on the type of enforcement activity. The FY 2014 Program Integrity Cap 
Adjustment enforcement initiatives are estimated to produce an ROI of $6 to $ 1 once the new 
hires reach full potential in FY 2016. 

It is important to understand that while the tax gap is a helpful guide to the scale of tax 
compliance in the economy, it overstates the amount of additional revenue that could be 
achieved through increased IRS enforcement activity alone because some level of non- 
compliance will prove too costly or burdensome to pursue through direct enforcement. 

However, targeted investments, along with steady increases in enforcement resources, applied to 
well-founded examination and collection programs, as well as new authorities for selected third- 
party reporting requirements, are proven, cost-effective means of reducing the tax gap. The 
legislative proposals and new investments in IRS taxpayer services, enforcement and technology 
included in the Administration’s FY 2014 budget request will help the IRS achieve greater 
voluntary compliance and reduce the tax gap. 

Reduction in Collections 

In October 2011, the IRS Commissioner sent the Committee a letter warning that funding the 
IRS below its 201 1 funding level would result in $4 billion less in revenue. In 2012, the IRS’s 
funding level was in fact $305 million below its 201 1 level and yet revenue increased by $147 
billion. 

Question: Why did revenue increase after the IRS’s budget was decreased? 

Answer: Revenue collections are influenced by macroeconomic conditions that affect taxpayers’ 
liabilities and ability to pay, complicating annual comparisons. Further, it may be the case that 
work conducted in a previous year results in a current year collection. 

The amount in the Commissioner’s letter related to IRS enforcement revenue. In FY 2012, 
revenue that was directly related to IRS enforcement activities went down by approximately $5 
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biliion. Because of the time required to complete an enforcement action, a significant share of 
collections in one year are attributable to past enforcement activity. Current reductions would 
lead to lower revenues than otherwise would have been collected in future years. 

The full year FY 2012 total revenue collected increased by $109 billion. This amount includes 
revenue received through non-enforcement collections, such as voluntary payments, 
withholdings, estimated tax, excess FICA, etc., as well as through our enforcement activities. 
Thus, total revenue collected reflects not only IRS enforcement activity, but also changes in 
income and taxes due. 

Between September 201 1 and September 2012, the unemployment rate fell from 9.1 percent to 
7.8 percent. Concurrently, personal income grew 3.5% between 201 1 and 2012, according to the 
Bureau of Economic Analysis. These trends would also be expected to increase tax liabilities 
and, thus, voluntary receipts over this timeframe. 

Health Insurance Reform Implementation Fund 

Between 2010 and 2012, the Department of Health and Human Services (HHS) transferred $488 
million from the Health Insurance Reform Implementation Fund to the IRS to implement the 
Affordable Care Act. 

Question: Did or will the IRS request any funds from HHS for 2013? If so, how much? 

Answer: At this time, no HIRIF funds have been provided for FY 2013. 

Question: Will the IRS request any funds from HHS for 2014? 

Answer: The FY 2014 President’s Budget includes a request for the funds IRS requires in FY 
2014, so we do not anticipate requesting funds from HHS if the budget request is fully funded. 

ID Theft 

Question: How much of the $105 million that the IRS is requesting for ID theft will be used to 
assist victims and how much of it will be used to prevent people from becoming victims? 

Answer: The total funding request for the FY 2014 Improve Identification and Prevention of 
Refund Frautf budget initiative is $101 million. Of this requested amount, an estimated $51 
million will be dedicated to activities related to preventing people from becoming identity theft 
victims, and an estimated $50 million will be dedicated to activities related to assisting identity 
theft victims. The total funding requested in this budget initiative represents efforts in both of 
these areas across multiple IRS departments. 

Information Technology 

The IRS spends roughly $2.5 billion a year on information technology (IT). 
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Question: To what extent does IRS rely on GSA contracts to purchase IT products or services? 

Answer: The IRS utilizes GSA contracts whenever appropriate, in accordance with Federal 
Acquisition Register 8.002, Priorities for use of Government supply sources. In FY 2012 IRS 
obligated $470M of its $1.5B for IT goods and services using GSA contracts. IRS expects that 
trend to continue in FY 2013, with 30% of the IT spend to date obligated using GSA contracts. 
The IRS routinely negotiates deeper discounts beyond what is offered on GSA Schedule to 
obtain the best pricing for the government. 

Return Preparer Program 

The Return Preparer Program (RPP) is a marquee initiative of IRS to reduce the tax gap, but a 
District court decided that IRS has no authority to regulate paid return preparers. 

Please provide a table of how much in RPP fees the IRS has collected and how much the IRS has 
spent administering the RPP program by year since the inception of RPP to 2012. 

Question: What are the estimated fees and cost of RPP for 2013 and 2014? 

Answer: Please see the table below for the estimated collections and costs in FY 2013 and 2014: 

Return Preparer User Fee Actual and Projected Revenue and Expenses 



FY2011 

FY 2012 

FY 2013 

FY2014 


Actual 

Actual 

Actual and 
Projected 

Projected 

Revenue 
Collected from 
User Fees 

$39,963,246 

$38,341,316 

$37,670,765 

$35,673,625 

Costs 

$17,690,548 

$28,823,834 

$46,428,042 

$38,071,011 


The IRS will not recover some costs associated with contractual obligations incurred due to the 
decision on fingerprinting and the Loving decision. The Loving decision is currently on appeal 
to the United States Court of Appeals for the D.C. Circuit. The court’s schedule for briefs is to 
be completed by June 5, 20 1 3. Oral arguments have not yet been scheduled. 

After clarification of the district court opinion and pending appeal, the Return Preparer Program 
continues to require paid tax return preparers to register and renew their preparer identification 
numbers (PTfNs), oversee enrollment programs unaffected by the court order, provide a referral 
process for complaints against preparers and develop and implement return preparer compliance 
strategies. 


Compliance Assistance Program 


Question: How many corporations participated or are participating in the Compliance Assistance 
Program (CAP) in 2012 and 2013? 




129 


Answer: In 2012, there were 1 59 participating CAP taxpayers. In 2013, there are 169 
participating. 

Budget Control Act 

The budget proposes to amend the Budget Control Act of 201 1 to adjust the discretionary caps to 
permit program integrity cap adjustments in support of the additional IRS and Alcohol and 
Tobacco Tax and Trade Bureau investments. 

Question: Please provide the legislative language to effectuate this budget proposal. 

Answer: To effectuate the budget proposal, the Congress must amend the Balanced Budget and 
Emergency Deficit Control Act of 1985 (BBDECA), as amended, to increase the discretionary 
caps on budget authority for the IRS through 2023. This would allow the Appropriations 
Committees to fund the IRS and the Alcohol and Tobacco Tax and Trade Bureau (TTB) 
activities at a higher level than they would be limited to under the discretionary 302(b) 
allocations. At this time, the Administration has not transmitted legislative language to 
Congress. 


Questions for the Record Submitted bv Congressman Mario Diaz-Balart 
Tax Exempt Bonds 

I understand that the IRS is considering declaring that the bonds of a special district in Florida 
are taxable on the basis that, at the time the bonds were issued, the board of the special district 
was controlled by one or a few people. My understanding is that no bonds have been considered 
to be taxable on this basis before and that the IRS has never articulated this as a requirement. 
This seems to be a retroactive change in the law governing these special districts. The burden of 
this ruling would fall on the homeowners in the district who will ultimately pay any settlement. 
Residents and investors in the bonds of other districts will also be affected by this ruling. 

Question: Has the IRS ever made such a determination in the past? If so, when? 

Question: Has the IRS ever considered the issue before? If so, what was the outcome? 

Question: Has the IRS ever audited a local government before where one or a few people 
controlled the local government and where the IRS did not declare the bonds to be taxable? 

Question: Has the IRS considered the effect on similar issuers in Florida and other states, and on 
the residents of those issuers and the investors in the bonds of those issuers? 

Question: Why is this issue not appropriate for a notice and comment rulemaking? 

Answer: We appreciate your concern over tax issues that may have a significant impact on the 
state of Florida. The Federal disclosure laws prevent us from answering many of the questions 
posed because they are presented in the context of particular taxpayers’ liability. With respect to 
your last question, we have not yet determined whether this issue is appropriate for notice and 
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comment rulemaking. Every year, we publish the Priority Guidance Plan, which contains a list 
of projects that are priorities for our resource alloeation. The plan represents projects we intend 
to work on actively throughout the year. In addition, we consider requests for guidance when we 
periodically update our Priority Guidance Plan through the year. We welcome any comments 
you might have on the placement of such a project on this or next year's plan. 

Questions for the Record Submitted by Congressman Tom Graves 

Star Trek and Gilligan ’s Island Training Videos 

Question: Would you please provide us with an itemized breakdown of the costs that it took to 
produce each training video from conception to completion? We are looking for the separate, 
individual, itemized costs for costumes, camera equipment, videography, acting, etc. fees for 
both the Star Trek and Gilligan’s Island training videos. 

Question: Would you please provide us with the amount of IRS employee time that it took to 
produce each of the videos, from conception to completion? 

Answer: The space video segment opened a training and leadership conference in 2010 that 
trained IRS employees on a wide variety of topics, including tax law updates, strategic issues, 
and employee management and safety issues. Overall IRS video efforts are focused on 
providing critical information to taxpayers and cost-effective employee training critical to 
running the nation’s tax system. The space video was not in keeping with this focus. 

Since the video's production three years ago, the IRS has initiated a review board and added 
tough new standards for all video projects to prevent situations similar to the creating of the 
space video. These standards and procedures require a higher level of approval for all videos to 
ensure that cost and content are appropriate. 

The estimated production cost of this video segment is approximately $1 5,500. This includes 
studio costs of approximately $13,100 and preproduction costs of approximately $2,400. 
Estimated staff-hour costs for the participants and business unit production employees are 
approximately $29,400. 

The island video segment is the introductory portion of a 20 1 1 video training series that 
discussed, among other topics, IRS tools to deliver quality taxpayer service. The 2011 series was 
used to train 1,900 taxpayer assistance employees in approximately 400 locations across the 
United States. The introductory island segment of the 201 1 training series cost approximately 
$15,000 - and saved an estimated $1 .5 million compared to in-person training. Since FY 2010, 
the IRS has reduced its training budget by 83 percent, in part though greater use of e-leaming. 
The productions were filmed at the IRS and in-house equipment was used. The individuals in 
the video were all IRS employees. 



Thursday, April 25 , 2013. 

DEPARTMENT OF THE TREASURY 
WITNESS 

HON. JACOB LEW, SECRETARY, DEPARTMENT OF TREASURY 

Mr. Crenshaw. Well, good morning, everyone. This meeting will 
come to order. I want to thank our witness. Treasury Secretary 
Jack Lew, for joining us this morning to give testimony about the 
President’s 2014 budget and to respond to questions. As members 
of the Subcommittee have heard me say before, my hope that, for 
fiscal year 2014, we will have regular order. We will mark up bills 
that reflect our nation’s priorities. We will amend the bills in the 
Committee and we will amend them again on the floor. And then 
we will go to conference with the United States Senate. But regular 
order begins with the timely transmittal of the President’s budget 
on the first Monday of February. That did not quite happen, but, 
as I have said before, better late than never, and we are ready to 
move forward. 

Presidents rarely get the budget that they request, and this year 
looks no different than normal. The House budget resolution as- 
sumes sequestration within the discretionary allocation, making 
the budget increases, such as a billion dollar increase requested for 
the Internal Revenue Service, improbable and maybe even impos- 
sible. But nonetheless, we want to work with you and your staff to 
make informed investments and cuts so that the Department may 
fulfill its many missions with available resources. 

Now, under Chairman Rogers’ able leadership, this Committee 
did a lot of heavy lifting back in 2011 and 2012, and we actually 
reduced spending by some $95 billion. And then if you throw in se- 
questration, you have another 5 percent from non-security pro- 
grams and almost 8 percent from the security programs. My pref- 
erence, and I am sure the preference of this Subcommittee, would 
be to find the successful programs and fund them, and then find 
the wasteful programs and either reduce them or eliminate them. 
But we have to wait until the Administration and the authorizing 
committees find agreement on tax and entitlement reform policies. 

In my view, the President’s budget masks proposed increases in 
mandatory and discretionary spending with even higher taxes. I do 
not support this kind of approach to do deficit reduction because 
I think that growing the government and taking more out of the 
wallets of the American people does not lower unemployment; it 
does not really get the economy moving again. For instance, yester- 
day, the Special Inspector General for the TARP program issued a 
report that highlighted some of the shortcomings of the Treasury’s 
programs to help homeowners and small businesses. The report 
states that homeowners who received mortgage modification from 
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Treasury’s HAMP, H-A-M-P, program were actually defaulting at 
an alarming rate. In fact, the report says that the longer a home- 
owner remains in HAMP, the more likely they are to redefault out 
of the program. And, in addition, this same report highlights how 
billions of dollars provided to banks through the Small Business 
Lending Fund were actually used to repay TARP loans, and some 
of the banks actually paid dividends to shareholders and did not 
increase their small business lending. 

So these seem to be good examples of how using taxpayers’ funds 
to intervene into the private sector does not always work the way 
it is intended. The Special Inspector General for the TARP program 
outlines a number of recommendations, and I would strongly en- 
courage the Treasury to take a look at those and seriously think 
about moving forward to implement them. And I am sure at today’s 
hearing, somebody is going to want to ask about the controversy 
about the IRS, maybe, making warrantless searches by reading 
folks’ emails. I am sure there will be questions about that. 

A lot of questions, Mr. Secretary, and you have a challenging job. 
And before the end of the year. Congress is going to have to work 
with the Administration. We are going to have to negotiate the 
debt ceiling. We are going to have to talk about mandatory and dis- 
cretionary spending and revenue. And so you and your department 
are going to play a pivotal role in all of these issues. We look for- 
ward to working with you with these challenges, and we hope that 
you will always feel free to have an open and frank relationship 
with us. And so, once again, Mr. Secretary, welcome. I look forward 
to your testimony. And with that, I would yield to Mr. Serrano for 
any opening statement that he might like to make. 

Mr. Serrano. Thank you, Mr. Chairman, and before I begin, let 
me preface my comments by telling you that I also look forward to 
the days when we have regular order. I remember when Chairman 
Rogers was chairman of the Commerce Justice State Sub- 
committee, and I was Ranking Member, and regular order meant 
we were there for a couple of days on the House floor with amend- 
ments, and even reached a point where there was a pool. No money 
was involved by the staff as to how many votes the bill would get, 
and it always went over 300 votes. Those were the days when we 
worked things out ahead of time and presented a good package to 
the floor. I hope those days come back. 

Secretary Lew, you joined the Department, and I send you greet- 
ings from the Bronx. Secretary Lew, you joined the Department of 
the Treasury at a very important time for our nation. Our economic 
recovery is underway, but it is being hampered by sequestration. 
Our nation will soon reach its debt limit, but there are members 
of Congress amending that we should put our economy at risk by 
doing nothing at all. The Treasury Department plays a vital role 
in keeping our economy moving forward, our government func- 
tioning, and our financial system secure. Unfortunately, many of 
these missions are being undermined by congressionally-created 
crises. 

The sequester is, of course, our primary focus on the Appropria- 
tions Committee. Just two weeks ago, we heard testimony from the 
largest component of the Department of the Treasury, the Internal 
Revenue Service. Acting IRS Commissioner Steven Miller told us 



133 


that the sequester will result in furloughs and in billions of dollars 
in revenue that is owed to the United States that the IRS cannot 
collect. The Treasury Department, through the IRS, collects that 
vast majority of the revenue that our government uses to fund 
itself This seems to me to be a prime example of exactly the prob- 
lem that the sequester has created. We are underfunding the very 
agency that provides us with the revenue necessary to operate our 
government. Unfortunately, we have yet to see any real effort from 
the other side to help alleviate the pain that many agencies and 
many Americans are feeling as a result of the sequester. 

Your budget request in fiscal year 2014 has had to fill a number 
of fiscal holes at the IRS and throughout your Department. I look 
forward to discussing the impact of the sequester and how the De- 
partment is attempting to continue its primary missions in the face 
of these difficult circumstances. In particular, I remain interested 
in the Department’s efforts to expand economic opportunities to un- 
derserved communities like the one I represent in the Bronx. I 
have been a long-time supporter of the Community Development 
Financial Institutions Fund, and I continue to believe that it is an 
effective and efficient way to promote economic development. I am 
heartened that the fund will be bolstered by the start of the CDFI 
Bond Guarantee Program, which I believe will provide local CDFIs 
with an important new funding resource. Additionally, I am inter- 
ested in learning more about your newly-proposed Financial Capa- 
bility Innovation Fund. 

The Treasury Department plays a vital role in ensuring stability 
in our financial system, enforcing our tax laws, and promoting eco- 
nomic opportunity. I hope that we will be able to provide you with 
the resources necessary to accomplish these important missions in 
fiscal year 2014. You have, as the Chairman has said, a very dif- 
ficult job, and we stand ready to assist you. Thank you, Mr. Chair- 
man. 

Mr. Crenshaw. Thank you, and we are joined today by the 
Chairman of the Full Committee, Mr. Rogers, and so, I would like 
to recognize him for any opening statement he might like to make. 

Mr. Rogers. Thank you, Mr. Chairman. Congratulations on 
being Chairman. Mr. Secretary, welcome in your new role, your 
new hat that you are wearing. You have had several hats over the 
last several years. It is good to see you and welcome to the Com- 
mittee. Forgive me a little bit for feeling as though I am living 
through Groundhog Day, but each year in this hearing, the Sub- 
committee points out just how unsustainable our nation’s fiscal sit- 
uation has become, and each year, the Administration has allowed 
it to get worse through inaction. As you know, Mr. Secretary, the 
debt is approaching $17 trillion, having grown about $1 trillion 
each year of the Obama Administration. 

While we have a new Subcommittee chair, a new, albeit late, 
budget request, and even a new secretary, we are back to where 
we started. Accounting gimmicks, funny math, no real solutions to 
getting our fiscal house in order, and our nation’s debt making us 
less competitive and less secure, ticking upward. As these fiscal 
issues continue to mount, the American people expect leadership 
from the President. Unfortunately, they will be left wanting. Last 
year, the President argued then that his Fiscal Year 2013 budget 
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requests would have reduced deficits by $4 trillion in a decade. In 
fact, CBO indicated it would add $3.5 trillion in cumulative deficits 
over baseline projections, and result in $8.7 trillion in additional 
debt over the next 10 years. That is moving backward, not forward. 
Unfortunately, Fiscal Year 2014 looks to be more of the same, only 
this time, with a budget two and a half months late. CBO has not 
had time to score it ahead of this hearing. While the President is 
making every effort to blame sequestration on Congress, he is 
happy to claim that $1.2 trillion in projected savings over 10 years 
within his budget deficit reduction figures. But when you delve into 
his spending recommendations, it leaves the true intent of his 
budget proposal clear: over $600 billion in additional new taxes in 
a year when your Department will take in more tax dollars than 
any other year in American history. 

Speaking of your department, the Fiscal Year 2014 Treasury re- 
quest is $16 billion, which is a $1 billion increase over fiscal year 
2013 CR, without taking into account sequestration. The vast ma- 
jority of the increase, as it has been in recent years, is for the IRS 
for tax enforcement, primarily associated with the implementation 
of ObamaCare, but also for enforcing the President’s proposed tax 
hikes; increases this Subcommittee has zeroed out in the past. 

So, Mr. Secretary, we are happy that you are here. Thank you 
for your time. We look forward to hearing from you. 

Mr. Crenshaw. Thank you. I would like to now recognize Sec- 
retary Lew for an opening statement. If you could keep that within 
the five minutes, we would be happy to submit your written testi- 
mony for the record. The floor is yours. 

Secretary Lew. Thank you, Mr. Chairman, Ranking Member 
Serrano, Chairman Rogers. I have had the pleasure of working 
with Chairman Rogers and Ranking Member Serrano for many 
decades now, and I look forward to working. Congressman Cren- 
shaw, with you as well. I know the Treasury has got a good rela- 
tionship with this Committee, and I look forward to continuing 
that. 

It is a pleasure to be here today to have a chance to speak about 
Treasury’s budget, and I want to start by thanking the talented 
public servants at the Treasury Department who have been so 
helpful to me in these past few weeks settling into my role as Sec- 
retary. They are thoughtful, dedicated, and focused on furthering 
the mission of the Department. It is my honor to work with them. 

Now, I would briefly like to provide an overview about both the 
economy and our budget. Our economy is much stronger today than 
it was four years ago, but we must continue to pursue policies that 
help create jobs and accelerate growth. Since 2009, the economy 
has expanded for 14 consecutive quarters. Private employers have 
added nearly 6.5 million jobs over the past 37 months. The housing 
market has improved. Consumer spending and business investment 
have been solid, and exports have expanded. But very tough chal- 
lenges remain. Families across the country are still struggling. Un- 
employment remains high. Economic growth needs to be faster. 
And while we have made progress, we need to do much more to put 
our fiscal house in order. 

At the same time, political gridlock in Washington continues to 
generate headwinds, including harsh, indiscriminate spending cuts 
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from the sequester that will he a drag on our economy in the 
months ahead if they are not replaced with sensible deficit reduc- 
tion policies. The President has laid out a strategy to address these 
challenges. His path forward strengthens the recovery by making 
important investments in manufacturing, innovation, infrastruc- 
ture, education, and worker training, while taking a balanced ap- 
proach to restoring our nation’s long-term fiscal health. As our 
budget today demonstrates. Treasury helps shape and implement 
the President’s economic policies from streamlining the tax system, 
to reforming the financial system, to securing our interests abroad, 
and increasing lending for small businesses here at home. And 
whether it is making Social Security payments or producing our 
nation’s currency. Treasury touches the lives of virtually every 
American. 

Now, while our responsibilities are broad, we are committed to 
meeting our obligations as efficiently as possible and at the lowest 
cost to the taxpayer. Over the last four years. Treasury has made 
enormous progress to make the Department leaner and more effi- 
cient. Today, we build on that momentum by identifying nearly 
$400 million in additional savings. In this budget, we wring out 
wasteful spending and consolidate redundant programs. We cut 
travel costs and expenses. We use materials more effectively at the 
Bureau of Engraving and Printing. We save on rent at the Bureau 
of Fiscal Service, and we provide more of our services electronically 
so we can continue to cut down on paper and paperwork. In total, 
we reduce spending by 2.3 percent when you exclude the IRS and 
compare this year’s budget to what was provided during the past 
fiscal year. 

As was noted, the IRS is the main area where we are requesting 
an increase. The additional resources that we request with the pro- 
gram integrity cap adjustment will allow the IRS to improve en- 
forcement. With this new funding, the IRS will crack down on 
those who are evading the law, and bring in more revenue. For 
every dollar we spend on our enforcement initiatives, we expect to 
collect $6. The request for an increase also includes additional 
funding so that the IRS can meet its responsibilities under the 
health care law, which lowers the forecast budget deficits by more 
than $1 trillion over the next two decades. The Affordable Care Act 
is helping to slow the growth of health care costs, and continued 
implementation of the Affordable Care Act will help improve the 
quality and efficiency of the health care system. 

Nevertheless, in order for the IRS to carry out its obligations as 
mandated by Congress under the health care law, it needs the ap- 
propriate resources. Beginning in 2014, millions of Americans will 
receive unprecedented tax benefits that will make buying health in- 
surance affordable. The IRS must have the necessary funding to 
assist Americans as important provisions of the law go into effect. 
For instance, the IRS must invest in new technology and modify 
existing tax administrative systems. These efforts will facilitate 
prompt and accurate application of the premium tax credit while 
protecting taxpayer information. 

I would like to point out that the sequester has taken a toll on 
Treasury, but we are doing everything we can to absorb these cuts 
while maintaining service standards, even if delays may be experi- 
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enced. We have scaled back training, delayed contracts, and limited 
purchases. Even with these measures, the brunt of the cuts are 
being felt by Treasury’s hard-working public servants. At the IRS, 
for example, workers will be furloughed without pay for as many 
as seven days between now and the end of September. This will 
erode our ability to provide quality service by forcing the IRS to an- 
swer fewer calls, and creating delays in responding to taxpayer 
questions. It will also lead to fewer enforcement actions and reduce 
revenue collection. The fact is, the sequester is not only hurting 
Treasury’s employees, it is hurting taxpayers, too. 

As I have said before, sequestration must be replaced as soon as 
possible. The President’s budget does that, and I hope this Com- 
mittee and your colleagues will take action so we can get this done. 
Thank you, and I look forward to answering your questions. 

[The information follows:] 
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Chairman Crenshaw, Ranking Member Serrano, members of the Subcommittee, thank you for 
giving me the opportunity to speak about the Treasury Budget. 

I. Introduction 

I would like to turn to the current state of economic conditions. 

The United States economy has made substantial progress toward recovering from the worst 
financial crisis since the Great Depression. Despite significant headwinds - both as a result of 
the crisis and from other temporary shocks - the economy has grown at an average annual rate of 
just over 2 percent over the last three and a half years. We have seen steady improvement in the 
labor market, where private sector employers have added nearly 6.5 million Jobs since the trough 
of the labor market in February 2010. The housing market, which had been a significant drag on 
economic growth throughout the recession and into the early stages of the recovery, is now 
gaining upward momentum. 

While our economy is stronger today, more work must be done to help create Jobs and accelerate 
growth. Even though the unemployment rate, at 7.6 percent, is at its lowest level in four years, it 
is still too high. Too many Americans are still struggling to find work. Despite recent 
improvements in the housing market, many families remain underwater on their mortgages and 
credit-worthy borrowers continue to have trouble getting the financing they need to buy homes 
or refinance existing mortgages. Although corporate profits are at an all-time high, America’s 
middle class continues to struggle. 

The President has laid out a strategy to address these challenges. His path forward strengthens 
the economic recovery by making important investments in manufacturing, innovation, 
infrastructure, education, and worker training while t^ing a balanced approach to bringing our 
deficits down to a sustainable level. This balanced approach includes entitlement reform, 
targeted spending cuts, and increased revenue through tax reform. And it is based on the 
conviction that we can both get our fiscal house in order and lay a foundation for long-term 
growth at the same time. We do not have to choose one over the other. 

Treasury plays a vital role in helping to shape and implement the President’s economic policies, 
promoting a carefully balanced fiscal policy, driving reform of the financial system, encouraging 
lending to small businesses, working to reform the tax system, promoting economic prosperity, 
and monitoring risk in the financial system. 

It is important to note that Treasury continues to implement the comprehensive financial reforms 
included in the Dodd-Frank Act. These reforms place tougher limits on risk-taking by financial 
institutions in order to stabilize the financial system and protect American taxpayers. Our 
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financial institutions have boosted their level and quality of capital and are stronger and more 
stable than before the crisis. These developments have made our financial system safer and 
stronger and better able to support lending and economic growth. 

We are also supporting small business growth through our Small Business Lending Fund (SBLF) 
and State Small Business Credit Initiative (SSBCl). As of September 30, 2012, SBLF 
participants have increased their small business lending by $7.4 billion over a $36.5 billion 
baseline and by $740 million over the prior quarter. In 2012, Treasury approved $137 million 
for disbursement to states under the SSBCl. Treasury estimates disbursing cumulative totals of 
approximately $1.1 billion by the end of FY 2013 and the remaining $360 million by the end of 
FY2014. 

Treasury’s FY 2014 Budget supports the President’s strategy to meet our economic and fiscal 
goals by focusing on key priorities that will strengthen growth and lower costs to the taxpayer. 
Our Budget does this by reducing waste, increasing efficiency, and making investments to 
accomplish our core missions and achieve future savings. 

Our request includes substantial investments in improved taxpayer service and enforcement and 
in technology at the Internal Revenue Service (IRS), which will drive efficiencies in the future. 
The proposal also reflects Treasury’s contribution to protect our national security interests and 
prevent illicit use of the financial system. 

II. Improving Efficiency, Reducing Taxpayer Costs, and Streamlining Operations 

The FY 2014 Treasury Budget reflects a decrease of 2.3 percent from FY 2012 enacted levels, 
excluding the IRS. The request for the IRS includes a $1 billion increase, of which $412 million 
is financed by a program integrity cap adjustment for enforcement initiatives that provide a high 
return on investment. This cap adjustment, which also includes $5 million for enforcement 
activities at the Alcohol and Tobacco Tax and Trade Bureau (TTB), funds strategic investments 
that will help close the tax gap and will return $6 for every dollar invested, once fully 
implemented. The proposed cap adjustment will yield more than $32 billion in net savings to 
reduce the deficit over the next 10 years. 

Treasury’s request also includes funding for initiatives that are critical to full and effective IRS 
implementation of the Affordable Care Act (ACA), which lowers the forecast budget deficit by 
more than $1 trillion over the next two decades. The ACA is helping to slow the growth of 
healthcare costs, and continued implementation of the ACA will improve the quality and 
efficiency of the healthcare system. Nevertheless, in order for the IRS to carry out its obligations 
as mandated by Congress under the healthcare law, it needs the appropriate 
resources. Beginning in 2014, millions of Americans will receive unprecedented tax benefits 
that will make buying health insurance affordable. The IRS must have the necessary funding to 
assist Americans as important provisions of the law go into effect. For instance, the IRS must 
invest in new technology and modify existing IRS tax administration systems. These efforts will 
facilitate prompt and accurate application of the premium tax credits while protecting taxpayer 
information. 
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The sequester has taken a toll on Treasury, but we are doing everything we can to absorb these 
cuts without reducing services. We have scaled back training, delayed contracts, and limited 
purchases. Even with these measures, the brunt of the cuts is being felt by Treasury’s hard 
working public servants. At the IRS, workers will have to stay at home without pay for as many 
as seven days between now and September. The FY 2013 IRS operating plan is almost $1 
billion below the FY 201 1 enacted level, and as a result, the IRS has 8,000 fewer full-time 
employees than just two years ago. Sequestration hurts not only Treasury employees, but 
taxpayers as well. The cuts imposed by sequestration erode our ability to provide quality service 
by forcing the IRS to answer fewer calls and creating unexpected delayed in responding to 
taxpayer questions. It will also lead to fewer enforcement actions and reduced revenue 
collection. 

The Treasury Budget builds on our commitment over the past four years to deliver core services 
more efficiently and at a lower cost to the taxpayer. Our request identifies $354 million in 
efficiency savings and $29 million in program reductions. 

Key savings proposals include space optimization and infrastructure efficiencies for the IRS, 
manufacturing support systems and spoilage reduction for the Bureau of Engraving and Printing 
(BEP), rent and data center savings for the Bureau of the Fiscal Service, and numerous 
administrative and personnel efficiencies across multiple bureaus. 

We are also continuing to achieve savings from our ongoing paperless initiative. Treasury has 
implemented a multi-pronged effort to expand the use of electronic transactions in conducting 
the business of government, including through electronic payroll savings bonds, electronic 
benefit payments, and electronic tax collection. 

Treasury’s paperless initiatives are estimated to save $500 million over the five years from FY 
2011 to FY 2015, In addition to these savings, our efforts have resulted in improved customer 
service and decreased susceptibility to fraud. The IRS’s e-file program has proven highly 
successful, saving the Department millions of dollars every year. For example, in 2012, it cost 
23 cents to process an e-filed return - a fraction of the $3.36 it takes to process a paper return. 
With e-file, taxpayers get their refund faster, with fewer data processing errors. The individual 
e-file rate is now above 80 percent. 

In FY 20 1 4, Treasury will implement a number of initiatives to improve operational efficiency 
and effectiveness across government. For example. Treasury is continuing to consolidate its two 
fiscal bureaus to create a stronger, more effective and efficient Fiscal Service organization that 
can take the lead in improving financial management throughout the government. The 
consolidation will also save up to approximately $96 million over 10 years. In addition, we are 
pleased that the Government Accountability Office (GAO) has recognized our progress 
improving the management of IRS information technology by removing our Business Systems 
Modernization from their high-risk list this year. 

The FY 2014 Budget also includes additional funding for the Office of Financial Innovation and 
Transformation (FIT), which is working in coordination with the Government-wide CFO 
Council to improve financial management, reduce costs, increase transparency, and improve 
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delivery of agencies’ missions within Treasury and across the federal government. Treasury also 
proposes to transfer FIT from the Departmental Offices (DO) to the Bureau of the Fiscal Service 
to allow closer collaboration with the bureau that most closely aligns with its mission. 

The Budget also includes resources to administer the Resources and Ecosystems Sustainability, 
Tourist Opportunities, and Revived Economies of the Gulf Coast States Act of 2012 (RESTORE 
Act), which established the Gulf Coast Restoration Trust Fund to provide for the economic and 
environmental restoration of the Gulf region after the Deepwater Horizon Spill. Treasury will 
serve administrative, compliance, and audit roles to ensure that funds are disbursed as required 
by the RESTORE Act. 

Under the leadership of my predecessor. Treasury demonstrated creativity and resolve to find the 
most efficient ways to accomplish the important work that we do to serve the American public. 
As Secretary, I will make sure the efforts to reduce costs and increase effectiveness continue 
across the Department. 

III. Investing in Economic Growth and Job Creation 

Treasury supports economic growth for local communities and small businesses by funding 
projects that encourage Job creation, attract investment, and increase financial access and 
capability. 

Our $225 million request for the Community Development Financial Institutions (CDFI) Fund 
focuses on providing funding to promote economic development investments in low-income and 
underserved communities. Up to $35 million of that request will go to the Healthy Food 
Financing Initiative (HFFl), which will support increased availability of affordable, healthy food 
alternatives in these communities. 

The Budget requests $300 million in capped mandatory funding for Pay for Success, a new 
program that will reward nonprofits and other groups that finance preventive social programs 
that create savings for the federal government while achieving better outcomes for their target 
populations. 

The Budget also proposes $5 million for the new Financial Capability Innovation initiative, 
which will help low- and moderate-income people get the support and services they need so they 
can save more and manage their finances more effectively. 

The Treasury Budget includes $3 million for research and evaluation efforts that will allow us to 
make better budget and policy decisions on programs designed to encourage economic growth 
and opportunity. 

IV. Protecting our National Security Interests and Preventing Illicit Use of the Financial 
System 

Treasury’s financial intelligence and enforcement activities play a significant role in protecting 
our financial system from threats to our national security. Our funding request for the Office of 
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Terrorism and Financial Intelligence (TFI) reflects our continued efforts to target rogue nations, 
terrorist facilitators, transnational criminals, money laundering, and other threats to our financial 
system and our nation’s security. 

Treasury has led the Administration’s efforts in isolating Iran from the global economy and 
cutting off vital sources of revenue that could be used to support Iran’s nuclear program and 
support for terrorism. This work has resulted in what is now widely regarded as the toughest 
sanctions regime in history. 

V. Conclusion 

The FY 2014 Treasury Budget reflects a careful balance of savings proposals and targeted 
investments. 

The proposed savings will be achieved through a combination of efficiency improvements and 
increased streamlining of operational processes, making Treasury a stronger organization that 
continues to provide indispensable services across the country efficiently and effectively. Our 
investments are aimed at reaching goals we all share: an economy that is expanding, a private 
sector that is robust, and a job market that is full of opportunities. 

Treasury’s work is carried out by a team of public servants that 1 am proud to represent here 
today. And on behalf of those hard working men and women, 1 want to say how much we 
appreciate the support of this Committee over the past several years. 
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Mr. Crenshaw. Thank you very much, Mr. Secretary, and we 
will start the questions. We have got a pretty full panel here today, 
so I am going to try and enforce the five-minute rule so that every- 
one will have a chance to ask questions. We will recognize the 
members in terms of their seniority that were here when the hear- 
ing started and then when they arrived. 

OFFICE OF TERRORISM AND FINANCIAL INTELLIGENCE 

So I will go ahead and start. Mr. Secretary, I want to follow up. 
Yesterday, when you were before the State and Foreign Operations 
Subcommittee, I asked you a question about the Office of Terrorism 
and Financial Intelligence. And since this is the Committee that 
actually provides those funds, I thought I would just bring that 
point up again, and not to ask you to repeat your answer to the 
question as much as maybe give some idea to the members of the 
panel. As you may know, there is a request for a $1 billion in- 
crease, but I told the Secretary yesterday I was surprised to learn 
that for Office of Terrorism and Financial Intelligence, the budget 
request was $2 million less than last year. And this is the office, 
as you all know, that helps make sure that our financial systems 
are not used in criminal activities, and maybe even more impor- 
tantly, tries to make sure that we can fight some of the inter- 
national terrorism like we are doing with the sanctions in Iran. 
And that is what prompted the question yesterday. 

And I told the Secretary I was a little surprised, this is pretty 
important stuff. The number one responsibility of the federal gov- 
ernment is to protect American lives, and I was surprised to see 
that this office, which deals with terrorism, and, of course, with all 
the things that are on our minds today, why we would actually re- 
duce spending there and increase spending in other areas. And I 
think he said that it is an important moment in history that the 
work that they do, I think he knows about the work they do. He 
said it is central to our national security. But maybe I wanted you 
to just maybe explain to this panel what goes through your thought 
process as how you decide on where you want to spend more money 
or less money. If you could just respond to that. 

Secretary Lew. Mr. Chairman, I could not agree with you more 
that the work done by our Terrorist Financing Offices is critically 
important, and I am very proud of the work they do, and I work 
very closely with them. Clearly, budgets are about making tough 
choices, and we have to ask the question, given the growth in fund- 
ing in TFI, and given the fact that it has built up substantially 
over the last few years, not just with people but with IT, whether 
they are staffed at a level that is appropriate. Our budget main- 
tains the level of effort, but we do have lower costs associated with 
some of the IT infrastructure because it has been built up in recent 
years. There is enormously important work being done there. It has 
got the support, not just of myself, but it has got the support of the 
entire Administration. We are central to the work the Administra- 
tion does in many investigations and actions that are taken, and 
the budget reflects what we believe is needed to maintain that level 
of effort. It does not reflect any lessening or diminution of impor- 
tance. 
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Mr. Crenshaw. Could you maybe, for the Subcommittee, talk 
about some of the things that that office does? I know they can 
freeze the assets of drug cartels, things like that. We obviously had 
the conversation regarding the sanctions. Touch on just a couple of 
things that that office does to go after some of these international 
conspiracies. 

Secretary Lew. Well, it has got a varied range of functions, as 
you know. When there are sanctions in place, that is the office that 
coordinates the policy and the implementation. We have OF AC, 
which is very much involved in day-to-day management of the li- 
censing issues that are associated with areas where threats exist. 
We have investigations that go on when there are specific threats 
or actions that have to be investigated because there has been ei- 
ther criminal activity, whether it has been in narcotics or in ter- 
rorism. And, as you know, our investigative group is very much 
part of the government-wide effort. When there are questions that 
arise related to the flow of funds, it is our team that does the work, 
tracing and analyzing how funds are flowing. 

Mr. Crenshaw. Well, thank you. And I think we want to work 
with you at a time, I think, when international threats seem to be 
on the increase rather than the decrease. That we can work to- 
gether, I am sure. And I appreciate the work that you are doing 
to try to make those tough choices. 

Secretary Lew. And, Mr. Chairman, I would say that the threats 
we face as a country are not just threats of terrorism. When you 
and I spoke, we talked at len^h about the economic threats from 
the eurozone to the United States. Our International Affairs Team 
is working every day, following the economic developments in all 
areas of the world. We are very conscious of the fact that if we did 
everything right in the boundaries of the United States, threats 
economically from overseas could be the kinds of headwinds that 
send our economy in the wrong direction. So we have to maintain 
our effort in areas like monitoring the eurozone, like working on 
issues related to China currency, so we have a broad range of ac- 
tivities that really get at the heart of America’s economic and na- 
tional security. And we, in this budget, have tried to balance those 
considerations and make the marginal investments where we 
thought we had the most ability to do good. 

FINANCIAL STABILITY OVERSIGHT COUNCIL 

Mr. Crenshaw. And on that point, one quick final question, the 
Financial Stability Oversight Council, the FSOC, so-called FSOC. 
One of the things that council does is try to oversee a lot of the 
different rules and regulations and help in coordination. And, as 
you know, we had Dodd-Frank; that has generated thousands and 
thousands of new regulations, and forms, and things like that. And 
one of the things that I hear, I think we all hear back home, is that 
the rules and the regulations that come out of Washington tend to 
create a lot of uncertainty in markets. And I think we all know 
there is a place for reasonable reflation, but in that regard, with 
the so-called FSOC, one of the things that I see, you got different 
agencies now writing these new rules and regulations under the 
Dodd-Frank. And your council that you chair, I think part of its re- 
sponsibility is to try to coordinate, because if you got one agency 
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writing a rule with one set of definitions, and another agency writ- 
ing a rule with another set of definitions, and sometimes they do 
not really jive, then you throw in the international aspect that you 
talk about, and you got other countries, they are writing rules and 
regulations that deal with financial instruments. So I saw a GAO 
report that said that, actually, that Oversight Council is not doing 
as much as it might do to help coordinate these interagency rules 
to kind of bring some certainty and stability. Can you comment on 
it? Would that be an appropriate role for that Oversight Council? 

Secretary Lew. Mr. Chairman, I will be chairing my third FSOC 
meeting today since becoming Secretary. 

Mr. Crenshaw. Yeah, I heard it is at 2:30, get you ready for it. 

Secretary Lew. Just to give you a sense, on my eighth week, I 
am chairing my third meeting of the group, and there have been 
meetings of subgroups in between. Let me first address the uncer- 
tainty question. I think on the question of uncertainty, it is criti- 
cally important that we complete the process of implementing 
Dodd-Frank. In fairness, part of the uncertainty was created by 
several years of extended debate over whether or not to implement 
Dodd-Frank. Happily, that is over. I think now we are in a place 
where the industry and the political process are aligned, that we 
need to get the law implemented, and we need to do it as quickly 
as possible. I made clear from literally my first hour as Secretary 
that it was a matter of urgency to me that we get this done, and 
we get it done quickly, and I am driving the process. I do not have 
the authority to write the rules. There are five independent regu- 
latory bodies that write the rules. It is more of a shepherding au- 
thority than it is a direct authority to write the rules. But I think 
it is an important role. And progress is being made on very com- 
plicated matters. The convening of power you have as chair is real, 
and I plan to use it, and to use it as effectively as I can. 

As far as the international piece goes, just last week we had the 
spring meetings of the IMF and the World Bank. I met with both 
my counterparts, and, as a group, with many of the leaders from 
around the world implementing these rules. We discussed at length 
many of the issues that are both questions in the United States 
and internationally. I think it is a very important role that Treas- 
ury plays, and it is not so much FSOC as FSOC, but it is part of 
the broader role that we have. Our team is engaged to make sure 
that, for example, rules in other countries do not usurp on our abil- 
ity to make rules here in the United States, and to defend our right 
to have rules where foreign banks have to meet the standards that 
American banks meet. So we have to work on all fronts. 

I have not seen the report you are referring to. I am happy to 
look at it. My observation, as now having been through almost two 
months of chairing the FSOC, is it is an important instrument for 
moving the process forward. It does not have the traditional tools 
that you have when you have the authority to do things, and it 
calls upon one’s skills not just analytically but as a convener and 
a chair, trying to get others to do their work as opposed to doing 
your own work. I am deeply invested in it, and my goal is to be 
able to sit here next year and report progress in all the key areas. 
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Mr. Crenshaw. Well, that is great because I think there is a 
great opportunity for that interagency cooperation, and you can 
help kind of work on it. 

Secretary Lew. And I will say, Mr. Chairman, there is a very 
good spirit of cooperation amongst the agencies. There is not the 
kind of resistance that one often sees around jurisdictional bound- 
aries. The agencies want to get this right. They approach it with 
different areas of expertise and different processes. Some have the 
ability to do things by virtue of one decision maker. Others require 
a majority vote. And it is probably not the regulatory system one 
would have designed if you were starting from scratch. But we 
have a hundred years of history that came together and were up- 
dated in Dodd-Frank. And it is an important challenge because the 
reason Dodd-Frank was enacted was that the financial collapse in 
2008-2009 cannot be allowed to happen again because of the fail- 
ure of oversight. We need to make sure that our laws stay current 
with the problems we face and our regulatory capacity is equal to 
the task. And that is something that we are committed to. 

Mr. Crenshaw. Thank you very much. Mr. Serrano. 

BUDGET CUTS 

Mr. Serrano. Thank you, Mr. Chairman. Welcome, once again. 
As you know, there is a behavior, if you will, in Congress these 
days to cut, cut, cut, cut, in my opinion, without really thinking 
what those cuts will do to our economy and to the future of this 
country. So on a subject that I spoke about in my opening state- 
ment, and you touched on also, which is the one that glares as me 
in terms of just a contradiction, at what point does it become a cri- 
sis for the IRS to continue to sustain cuts that do not allow them 
to then go and collect the dollars that are out there? I think you 
said that for every dollar we invest in the IRS, we can pick up six. 
It would seem to me, and, again, you know, I can argue, I could 
give you 25, education, housing, you know, social services; there 
are so many things that I could be against. But this is the one that 
brings money into the till on a daily basis, and yet we keep cutting 
it. So at what point do you think it becomes a crisis? 

Secretary Lew. Congressman, that is an interesting question. It 
is a big problem. Where the line between problem and crisis is real- 
ly is hard to define. I think most businesses, if they could see a 6 
to 1 return, would say that is a pretty good return on investment, 
and would not leave that kind of low-hanging fruit out there. 

This has been an ongoing debate. I remember when I was at 
0MB in the 1990s, there were ridiculous multipliers that some peo- 
ple used, 20 to 1, 15 to 1. The fact that we have got it down to the 
point where we have a clear sense of what the relationship of rev- 
enue to spending is, should make it much easier for us to have the 
kind of agreement to find a mechanism to fully fund the IRS. This 
allows us to both raise the revenue that we need, but also make 
sure our tax system is fair so that people who think twice about 
it know they are going to get caught if they do not comply with the 
tax code. We have put together our budget proposal in a way so 
that in the body of our budget we do the things that kind of keep 
body and soul together, taxpayer assistance and the basic mechan- 
ics of doing our job. What is clear is we will not be able to be as 
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aggressive on the enforcement front as we should he if we do not 
have the resources. And I think it is going to take something like 
the cap adjustment to get that done, given the very tight caps that 
constrain this Committee and all the Appropriations Committees. 

Mr. Serrano. Right, and we never have really heen able to get 
a straight answer. And I do not mean that people are evading the 
question, but do we know what the numbers are of money we could 
recover if it was fully funded? I mean, has anyone done a study 
there that members on both sides could say, “Okay, that sounds 
pretty correct”? 

Secretary Lew. I think there are two questions. One is, the 6 to 
1 ratio is pretty well-established based on what we see are the re- 
sults when we put out additional enforcement resources. There is 
another question, which is the size of the underground economy 
and how big the total is. That is a harder question to answer. By 
definition, it is not fully visible. So there is a lot of different esti- 
mates as to the size of it. It is clearly large. My own view is that 
no matter how large it is, we should be doing whatever we can do 
that is effective to get tax dollars in when they legally are owed. 
So we do not need to wait until there is the authoritative number. 
As long as we know we can get 6 to 1 return if we put dollars into 
enforcement, there is more that we can do there, and that is why 
we put the proposal together that we did. 

IMMIGRATION 

Mr. Serrano. All right. Very briefly, there is a question I do not 
have written down, but I just thought about it as I am speaking 
to you. Immigration reform may happen this year. Is the Treasury 
Department part of the secret eight, or nine, or 10 who are working 
in both Houses on this, because it would seem to me that the 
minute people are out of the shadows of society, two things happen. 
In order to be legalized, if you will, you will have to go back and 
pay some taxes that you may owe. Maybe you can talk about how 
that will happen, you know, how to determine what you owe, being 
here 10 years, 15 years. And then immediately those folks coming 
out of the shadows will become regular taxpayers. I almost was 
tempted to say “happy taxpayers,” but that is improper use of the 
language. What role, if any, is Treasury being asked to play at this 
point? 

Secretary Lew. Congressman, we are part of the conversation in 
the executive branch on immigration. Obviously, until the law is 
enacted, the issues that you are describing are things that are just 
in the planning stages. So we are not in a position to take the fur- 
ther steps. I can tell you from both an Administration point of view 
and my own personal point of view, it is an enormously important 
challenge that when immigration reform passes, that we do it 
right, that we make sure that people who come out of the shadows 
understand what their obligations are, that they pay the taxes that 
they owe, and that they become part of the system. That is the way 
we are going to both solve the immigration problem and do it in 
a way that is fair and balanced. I have worked on the immigration 
issue for many decades. 

Mr. Serrano. I know you have. 
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Secretary Lew. You and I have worked together on it for a long 
time. I think this is something that should get done this year, and 
we look forward, at Treasury, to doing our part to implementing it 
effectively. 

Mr. Serrano. One last comment. Would it be fair to say that im- 
migration reform will bring money into the Treasury? 

Secretary Lew. Yes, I think that when we bring people out of the 
shadows, and they are on the books, and they are being paid, and 
withholding taxes in order, it should only lead to more, not less 
revenue. 

Mr. Serrano. Thank you. 

Mr. Crenshaw. Thank you. Mr. Rogers. 

COMMUNITY BANKS 

Mr. Rogers. Mr. Secretary, you have touched on Dodd-Frank a 
bit already, but let me take another tack with it. These small com- 
munity banks are being swamped with regulations intended for the 
big banks that caused the problem that Dodd-Frank tries to cor- 
rect. These small banks are just not equipped to deal with the flood 
of onerous regulations. And not only that, but rather than reinforce 
bank competition and reverse “too big to fail,” Dodd-Frank has so 
raised the costs of compliance for these banks that the reforms 
themselves are acting as a driver of consolidation, creating ever 
larger banks, in order to be able to afford to live with these regula- 
tions. Have you given any thought that there could be some regula- 
tions issued that would be adaptive to small community banks who 
are swamped with these new regulations? These banks had nothing 
to do with the too big to fail problem that the country faced. Can 
you help them in any way? 

Secretary Lew. Mr. Chairman, I think there are very serious 
issues regarding the small community banks where they are dif- 
ferent than the large money center banks that were taken into ac- 
count in the drafting of the legislation; they are being taken into 
account as the rules are being written. I know that they have com- 
mented heavily on intermediate stages of rulemakings. I have 
talked to the regulators. I know they are looking seriously at those 
comments. 

The goal is to make sure that we are dealing with the core 
charge of Dodd-Frank, which is to make sure that the soundness 
of the system can be assured, and to the extent that there are spe- 
cial circumstances where there is not a risk, and small institutions 
can be treated in a way that reflects both the risk and the size, I 
know the agencies are looking at that. There is a balance that has 
to be struck because we have to make sure that we are imple- 
menting the law in a way that avoids areas of risk, but there is 
a great deal of sensitivity to the fact that there are different kinds 
of risks coming from different institutions. I know that there are 
several specific issues that the community banks have raised. And 
when I have followed up with the regulators after hearing those 
concerns from the community banks, I certainly have the sense 
that they are hearing the message and trying to figure out how to 
address the issues that can be addressed. It is still a work in 
progress. 
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Mr. Rogers. All of us on this Committee, I think, have heard of 
this problem for the small and community banks, which are the 
backbone of our communities out there. They are being swamped 
and they are hiring people that they cannot afford to live with 
these regulations that were designed for the big banks — the money 
centers — who caused the problem in the first place. So these are in- 
nocent bystanders who are getting slaughtered along the way, and 
I would hope that you would exert some real action on giving some 
relief. 

Secretary Lew. Mr. Chairman, I have met with the community 
banks. I have listened to the arguments and the case that they 
have made, and I have taken those issues back to the regulators. 
Obviously, the regulatory agencies have authority in each of their 
own respective areas, but I do have the strong sense that they are 
thinking hard about how to deal with this. 

CHINESE CURRENCY 

Mr. Rogers. Quickly, on another subject entirely, the currency 
manipulation by China: there is not a soul in the world that does 
not believe that the renminbi is being manipulated by the Chinese 
for trade practice purposes, and it is working. Very smoothly, as a 
matter of fact. The Department of Commerce cannot move until 
you have taken action. What is your thinking about Chinese cur- 
rency manipulation and its impact. 

Secretary Lew. Mr. Chairman, I was in China just about three 
weeks ago, raising these issues with all of China’s senior leaders. 
I think that they were making some progress in terms of the value 
of the currency. 

Mr. Rogers. Three percent. 

Secretary Lew. No, it was more than that. Overall I think it was 
considerably more correction than that. But it did flatten out. And 
I made a very strong case that we were watching this very care- 
fully, and that they needed to expand the band that they were 
using in making their decisions in terms of the exchange rate with 
the dollar. And there are signs that there is some movement there. 
We put out a currency report just about 10 days ago where we 
went through these issues in great length. The challenge that we 
have is to make the case and to get countries like China to adhere 
to the principle that has been agreed to in the kind of G7 and G20 
context, that interest rates should be market-determined, that they 
should not be exchange rate targeted. And we will continue to 
make that case very forcefully in both the bilateral and the multi- 
lateral settings. 

Mr. Rogers. Well, Commerce cannot levy countervailing duties 
unless Treasury registers China as a currency manipulator. And 
this been going on for decades now, and we are getting beat, our 
economy is absolutely suffering tremendously because of the under- 
value of the Renminbi. In fact, I am told that it is set now at 6.14 
renminbi to the dollar, which is from my information, a reduction 
of about 3 percent from this time last year. Is that not correct? 

Secretary Lew. I would have to check the current figures, but 
over the last couple of years there has been substantial progress 
in terms of the appreciation against the dollar. These numbers 
move on a daily, month-to-month basis. So I would be happy to fol- 
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low up with you, Mr. Chairman. The thing I would just add is that 
when it comes to trade actions between the United States and 
China, this Administration has been quite aggressive, whether it is 
in areas like auto parts, or tires, or rare earths, we have used the 
tools available to bring actions and to prevail on them. We take fair 
trade and defending the rights of the U.S. worker and the U.S. 
economy very seriously. We are trying to do it in the way that is 
most effective, where we actually can change the practices. As you 
can see from the report we put out, we are not pulling any punches 
in terms of what we analyze, how we make the case, and how we 
drive towards action. So I would look forward to working with you 
on it. 

Mr. Rogers. Well, we will keep an eye on it, and I hope and ex- 
pect action. Quickly, Mr. Chairman, do I have time for one more? 

Mr. Crenshaw. Certainly. 

EITC IMPROPER PAYMENTS 

Mr. Rogers. IRS issued more than $11 billion in faulty refunds 
through the Earned Income Tax Credit last year according to an 
IG report released this week. Treasury Deputy Inspector General 
Michael McKenney found that the IRS has failed, for the past two 
years, to comply with a federal law requiring agencies to reduce 
payment errors to a rate of less than 10 percent. The President 
signed that statute in 2010. IRS says that at least 21 percent of 
its EITC payments in 2012 were faulty — 21 percent, $11 billion, 
money thrown down the drain. Can we fix that? 

Secretary Lew. Mr. Chairman, this is obviously an area that we 
have been working on with Congress for years. There has been sub- 
stantial progress in reducing the error rate. I think that we need 
to take a step back and remember that in the context of the Earned 
Income Tax Credit, which is one of the most effective programs 
that we have had in getting people off of welfare onto work since 
the Nixon Administration, it is a very complicated program. The 
laws that are set up make it necessary for low income people to go 
to tax preparers, for the most part, in order to file their tax re- 
turns. One of the things that we are doing now is reaching out to 
the tax return preparers and giving them a checklist of all the 
things that they need to do to reduce their error rate. I think that 
by working diligently at that end, we will make more progress. We 
are committed to reducing error rates throughout our enforcement 
of the tax code, not just with regard to these tax credits, but with 
regard to corporate taxes, and regards to the tax deductions and 
credits taken by high income taxpayers. I think if you look at the 
dollars that tax enforcement could produce, there are much larger 
numbers in the areas of corporate and high income taxpayers. All 
of it has to be of equal concern to us, and it is. 

Mr. Rogers. Well, 21 percent is unacceptable. I can understand, 
you know, something less than that. But 21 percent, that is one out 
of every $5 that is faulty. I expect heads to roll on this one. This 
is “too big to fail,” if you will. Thank you. 

Mr. Crenshaw. Thank you. We have been joined by the Ranking 
Member of the Full Committee, Ms. Lowey. She is going to wait 
one second to catch her breath, and I am going to call on Mr. Bon- 
ner. Some of the members were not here earlier. We are going to 
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try to abide by the five-minute rule. And also I am going to recog- 
nize members by seniority that were here when the meeting start- 
ed, and then after that, the order in which they arrived at the 
Committee meeting. So I would recognize Mr. Bonner right now. 

BUDGET INCREASES 

Mr. Bonner. Thank you, Mr. Chairman. And I am going to try 
to get three questions in during my five minutes. So let me see if 
I can speak fast, which is a challenge for a kid from Alabama. Mr. 
Secretary, the other day I got a standing ovation, which members 
of Congress do not get very often, when I told some people in my 
district in Alabama that under the leadership of the Speaker of the 
House, we have cut our budget almost 20 percent over the last two 
and a half years. And yet the budget that you probably had a hand 
in when you were still at 0MB, and certainly you were discussing 
in your testimony today, some of the departments in this budget 
that the President has submitted calls for double digit increases in 
spending. Is it that hard for the executive branch to find ways to 
save the American taxpayers hard-earned money when the legisla- 
tive branch has shown a way to do it? 

Secretary Lew. Congressman, I think if you look at the areas of 
growth in the executive branch, it is very much correlated to where 
there have been new legislative enactments and new programs, 
and where the rate of activity has gone up. So, yes, there has been 
an increase in spending to implement things like the Affordable 
Care Act and Dodd-Frank. There has also been increases in areas 
like Veterans Affairs, where we have returning Wounded Warriors 
that are creating burdens that we should share and happily pay for 
to thank them for their service. If you go through the budget, the 
areas of growth really track the areas where there is a need for 
more federal activity. In general, this is the tightest discretionary 
budget in a generation. We are going into a period where discre- 
tionary spending, as a percentage of the economy, will be at the 
lowest level it has been since Eisenhower was President. And we 
have a population that is growing, and challenges that the Amer- 
ican people expect us to meet. So I think we have done actually a 
very effective job tailoring our budgets to the needs of the time and 
the shrinking availability of resources. 

RESTORE ACT 

Mr. Bonner. Let me shift gears for a minute, and ask you to 
think for a minute about the RESTORE Act. The budget was not 
the only thing that is late. The RESTORE Act, as you know, is leg- 
islation that we passed in response to the worst environmental oil 
spill in the history of mankind that affected the five Gulf Coast 
states, Alabama being one of them. It is my understanding that 
Treasury was supposed to, on January 2 , provide draft regulations 
for the RESTORE Act. I think you mentioned this in your written 
testimony. Could you give us any idea, we are into April now, when 
Treasury is planning to release its draft regulations as required by 
law, and when they would be available for public comment? 

Secretary Lew. Congressman, I would have to check on the exact 
date, but I would say this about the RESTORE Act: It is a com- 
plicated piece of legislation which we are determined to implement. 
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and we are determined to implement correctly. And if it takes a lit- 
tle bit longer to write the rule so that that is the case, I think it 
is important to do it right. There has only heen one recovery into 
the RESTORE Act fund. Those funds will remain available, and 
will be used as intended in the RESTORE Act for the states that 
were designated. So none of the money will go to other purposes. 
And we are working as quickly as we can, and I would be happy 
to follow up with you on the schedule. 

IRS INVESTIGATIVE TACTICS 

Mr. Bonner. We would appreciate that. And I know it is com- 
plicated, but it is important for the public to have access to the 
draft. The last question, the Chairman mentioned this in his open- 
ing comments, we had the opportunity to visit with the Acting 
Commissioner of the Internal Revenue Service a few days ago. And 
he did say that while the Service was examining the use of social 
media information as part of investigations, he implied that the 
IRS was looking at the new technology, new social media as ways 
that it could be used. After he left, however, it was reported in the 
press that the IRS, based on the 2009 employee handbook and in 
the 2010 policy statement, does not believe that emails are pro- 
tected by the Fourth Amendment. And recognizing that a spokes- 
man for the IRS is not necessarily the same thing as the Commis- 
sioner, or, in this case, the Secretary, could you share with us your 
thoughts about whether the IRS would be required to obtain a war- 
rant before gaining access to a taxpayer’s emails, and does the IRS, 
in your view, have the authority to investigate the emails of tax- 
payers who are not already under investigation? 

Secretary Lew. Congressman, protecting the privacy of taxpayers 
is of paramount importance. In criminal matters, I do not think 
there has been any question on the need for warrants for searches 
of email. I understand that in the past there may have been some 
uncertainty in limited cases on civil matters. That has been clari- 
fied, and it is clear that it is not policy to go into private email in 
civil or criminal matters. And going forward, I will work with our 
team to make sure that that remains the case. 

Mr. Bonner. You could just imagine a scenario where you were 
emailing your accountant and asking, you know, “Is there any re- 
lief in this loophole or that loophole where I can legally pay what 
I have to pay but no more than what I am obligated to pay?” and 
it just, I think, sent a streak of fear down, and perhaps it was just 
misunderstood in the communication in the press, but it sent a 
streak of fear down a lot of taxpayers’ spines so close to April 15 
when they had to write those big checks. 

Secretary Lew. My understanding. Congressman, is that there 
were limited cases of misunderstandings on the civil side. That has 
been clarified, and you can be assured that we will continue as I 
have described. 

Mr. Bonner. Thank you, Mr. Chairman. 

Mr. Crenshaw. Thank you. Mrs. Lowey. 

ALTERNATIVE MINIMUM TAX 

Mrs. Lowey. Thank you very much, Mr. Chairman, and welcome 
again. Secretary Lew. One of the highlights of the bipartisan tax 
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compromise this past December was the inclusion of a permanent 
patch for the AMTs so that middle class families would not be hit 
by this unfair and unnecessary tax scheme. The tax compromise in- 
creased a patch of 50,600 for individuals and 78,750 for married 
couples, and, of crucial importance, indexed these levels to infla- 
tion. This saved 28 million families from paying thousands of dol- 
lars in unfair taxes. This tax compromise was a big step forward, 
and I am pleased that it will protect middle class families from the 
fear of the AMT in the future. Could you share with us how the 
Administration would address the AMT for individuals and fami- 
lies as part of a comprehensive tax reform once and for all? 

Secretary Lew. Congresswoman, the need to simplify our tax 
code is clear from the question that you asked. It was never in- 
tended that middle class taxpayers would get caught up in a web 
of the AMT. The tax reform should result in a world where people 
can do their own taxes, where they do not need accountants and 
lawyers, where you know your income, you know your deductions, 
and you know your taxes. I think the AMT is the kind of evidence 
of how the system grew not to be what we meant for it to be. 

So as we look at individual tax reform, simplification is a big 
goal, fairness is a big goal, because if you have access to account- 
ants and lawyers, you should not get better treatment than if you 
are doing your own taxes. So in a world where we need to have 
simplicity but we need to have revenue, one of the features in the 
President’s budget that I think is very important is the provision 
called the Buffett Rule. We propose a simple rule, that if you earn 
more than a million dollars, you should pay at least 30 percent tax 
rate. Simple rules are easier to implement, and we would look for- 
ward in tax reform to simplifying the rules, making them more 
fair, and, ultimately, raising the revenue we need in a fair way. 

Mrs. Lowey. Well, that is a good answer, but I understand you 
might not want to lay out the whole thing now, but as you well 
know, there are people making mega-millions who are still not pay- 
ing any taxes because of the way the tax process works. So I hear 
from people making $100,000, fe0,000 who are really stuck with 
this, and paying a lot more than they should. So I hope you keep 
that in mind. 

Secretary Lew. The Buffett Rule would end that. I mean, if you 
had a simple rule that income over a million dollars is taxed at a 
30 percent rate, you would make sure that people who are making 
multiple millions of dollars were paying at least the same tax rate 
as the people working for them. 

Mrs. Lowey. I get that, but I am hoping you address the phe- 
nomenon, you know, that exists with people who are not making 
close to a million dollars and they are stuck with the AMT, which 
originally was designed to catch people who are paying no taxes. 

Secretary Lew. Yes, and we are going to need to replace the AMT 
with a system that raises the revenue we need without having the 
unintended consequence. 

Mrs. Lowey. Okay, as a native New Yorker, there are many ben- 
efits to having New York as a home, as a New Yorker myself, but 
one of the few disadvantages is that New Yorkers pay substantially 
more in federal taxes than the state receives in return. On top of 
that. New Yorkers pay high state and local taxes, which are often 
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exponentially higher than other areas of the country. And I am 
very concerned about efforts to eliminate or substantially limit the 
state and local tax deduction, and doing so would have a dispropor- 
tionate impact on New Yorkers as well as others who live in high 
cost of living areas, many of which are also financial, transpor- 
tation, and commercial centers of the country, that contribute so 
heavily to our national economy. Taxpayers should not have to pay 
taxes on the money they have already sent to a government. Is the 
Administration considering limiting or eliminating the state and 
local tax deduction as a way to generate revenue for tax reform? 
And, if so, are there concerns that eliminating this deduction could 
have a negative impact on the regional economics of the nation’s 
highest-taxed areas? 

Secretary Lew. Well, as a proud New York taxpayer, I under- 
stand the tax burdens in New York, and we are very aware of how 
important state and local taxes are to finance the critical services 
that our people need, and to finance the infrastructure investment 
that is key to our future. Our budget did not propose eliminating 
the state and local tax deduction. Our budget has a broad cap on 
deductions at 28 percent, essentially saying that if you are in the 
top tax bracket, you should only get the same value for your tax 
deductions as somebody who makes $250,000 a year. I do not think 
that would have the kind of dramatic effect that people have been 
worried about in the context of a repeal of the state and local de- 
duction. We have also made it clear that any action we would take 
in this area is part of a budget where we are also investing in 
areas that are very important for state and local governments in 
terms of infrastructure in particular. 

So I think that we have to look at this in its totality, both in 
terms of the tax code and our overall federal effort. But I think you 
can rest assured that this Administration is very concerned that 
state and local governments continue to have the ability to make 
the investments they need in our communities and to provide the 
services that are needed. 

Mrs. Lowey. Thank you. And thank you, Mr. Chairman. 

Mr. Crenshaw. Thank you. Mr. Yoder. 

Mr. Yoder. Thank you, Mr. Chairman, Mr. Secretary. Welcome 
to the Committee. Good to see you again. I have several different 
topics I want to cover, so I will try to move quickly here. First of 
all, in the last several years, the Administration has supported, 
and Congress has supported, tax increases in a variety of areas. 
The Obama health care bill raises over a trillion dollars in new 
taxes. On January 1, we had $600 billion in new taxes, plus an- 
other trillion in Social Security tax increase. And I know in your 
budget that there is another trillion dollars proposed in new taxes 
on the American people. And the budget also removes any of the 
spending cuts that have been currently put in place. And it is a 
hard thing, I think, for my constituents to understand that the se- 
quester cuts, when looked at in the total expenditures of the fed- 
eral government, amount to about a penny. It is about $40-some 
billion of actual expenditures that will not be spent this year. And 
so it is pretty hard, I think, to explain to taxpayers why the federal 
government cannot find a penny of savings. 
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TAX INCREASES 

And so I note in your budget you remove the sequester, but re- 
place it with additional tax increases, so spending goes up overall 
and federal government taxes go up. And so my question for you 
on this topic is, does the Administration believe that raising taxes 
on the American people helps the economy? And do they think it 
is fair, given the economic challenges the country is facing, to take 
more dollars from the American people? And does the Administra- 
tion believe the American people pay enough in taxes? 

Secretary Lew. Congressman, I do not think that was an accu- 
rate description of our budget. So let me just take 30 seconds to 
describe what our budget does. Our budget says we need to do 
more spending reduction and we need more revenue for a balanced 
approach because the sequester was never intended to take effect 
because it was designed to be bad policy, and it is bad policy. We 
are seeing every day stories of unintended consequences. I do not 
think that you can look at it as a percentage of the total budget 
because we cannot reduce Social Security checks or Medicare pay- 
ments to make up for a dollar in either air traffic control or the 
Defense Department. They are different parts of the budget. These 
are deep cuts to our agencies, and the question will be “Are the 
American people prepared to live with the reduction in service that 
comes from having the kinds of across-the-board cuts that seques- 
ter puts in place, or would they prefer to have the kinds of sensible 
reforms in entitlement programs that would help these programs 
in the future, and the kinds of revenue that would get us back to 
a 2:1 ratio of spending cuts to revenue, which is what the President 
has been trying to do, to do $4 trillion of deficit reductions?” 

Mr. Yoder. Does the Administration believe that raising taxes 
helps the economy? 

Secretary Lew. I think that our fiscal policy reaching the kinds 
of deficit reduction that we proposed would help the economy. I 
think having the right balance between spending and revenue is 
key. And I think the package the President has proposed would 
help the economy. 

Mr. Yoder. Does the Administration believe that Americans pay 
enough money in taxes to the federal government? 

Secretary Lew. I think that if you look at 2001, 2003, Congress 
enacted tax cuts we could not afford. And we, in January, took an 
important step to reducing the benefit for wealthy taxpayers that 
we, frankly, could not afford to lose the revenue. What we have 
proposed is, finishing the job of getting the revenue we need in the 
balanced package, so it is 2 to 1 spending cuts to revenue. 

Mr. Yoder. I would just say that with the taxes that went up 
about 12 weeks ago, and the new proposed taxes in the President’s 
budget, the taxes that went up with the Affordable Care Act, I 
think it is a hard sell to the American people, for them to under- 
stand that we believe they can pinch pennies and send us more of 
their dollars, but we cannot pinch ours in any way to reduce spend- 
ing. I know you feel that is a mischaracterization, but the Amer- 
ican people believe we can actually cut spending. And so I think 
they would like to see us, if we are going to undo the sequester, 
replace it with other spending reductions, not asking them for more 
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of their hard-earned tax dollars that they get up every morning to 
earn. And we tell them, “You can pinch more of yours. We cannot 
pinch ours.” And I think that is a message that many of our con- 
stituents do not agree with. 

Secretary Lew. I would just say that we had pretty robust de- 
bate, where the American people heard this debate for months. 
And there was an election, and I think the result of the election 
was consistent with what surveys tell us, which is the American 
people want a balanced approach. They want us to reach a conclu- 
sion and solve the problem, which is what the President wants to 
do. 


DERIVATIVE RULES 

Mr. Yoder. Switching subjects to subject related to CFTC, Chair- 
man Gensler was before the Ag Appros Committee two weeks ago; 
I, along with other members of the Subcommittee, raised concerns 
about his development of cross-border guidance and the lack of co- 
ordination with the SEC. Since that hearing, 10 finance ministers 
from G20 countries wrote you a letter expressing concern about 
fragmentation in the derivatives market, because of a lack of regu- 
latory coordination. What can you do to ensure that these regu- 
lators better coordinate their international derivative rules, par- 
ticularly between the CFTC and the SEC? 

Secretary Lew. Congressman, I told many of those ministers 
what I am about to tell you, which is that their letter does not re- 
flect where our process is. There is actually very good coordination 
going on, conversations between the CFTC and the SEC, so I do 
not think the letter is correct in its characterization of where 
things stand. These are two independent regulatory agencies that 
are going to have to write rules that they can pass by majority in 
each of their commissions. They are important issues, and I think 
they are working through them. I would look over what the CFTC 
and the SEC are doing, not that letter. 

Mr. Yoder. And we are following that. I think it is a great con- 
cern to American businesses and to investors when 10 finance min- 
isters from G20 countries express this concern. And so I would just 
ask that you take another look at that and do anything you can 
to ensure that we have consistent policies between the CFTC and 
the SEC as they implement these derivative rules. As you can 
imagine, if they go in different directions, you know, the SEC uses 
rule-making authority, CFTC creates guidances, and they are in- 
consistent in their application, that is going to be a real problem. 

Secretary Lew. I think as a broad principle, I totally agree that 
that is one of the things that FSOC was created to do, was to be 
a place where these kinds of issues can be discussed so that agen- 
cies know what each other are doing, and they can coordinate. I to- 
tally agree that there needs to be the kind of effort to have sensible 
rule-makings. I guess what I am saying is that that is what is 
going on. And the letter was not, I think, well-advised. 

Mr. Yoder. Well, obviously, there is a disagreement on that. 
Anything you can do to provide leadership in that regard would be 
much appreciated. Thank you, Mr. Secretary. Thank you, Mr. 
Chairman. 

Mr. Crenshaw. Thank you. Ms. Herrera Rentier. 
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BALANCED BUDGET 

Ms. Herrera Beutler. Thank you, Mr. Chairman. And I actu- 
ally would like to follow up. You know, I heard you respond to my 
colleague’s question about you know, the President would like to 
find the right balance between spending and taxes. And that this 
budget is balanced. He wants a balanced approach. And, honestly, 
I believe in balance. I think a lot of people do. I think that is what 
people voted for last November. Part of our challenge is there was 
no balance in the President’s budget. Does it actually come into 
balance at any point? Does the budget actually balance? 

Secretary Lew. I do not think that it would be the right policy 
right now to necessarily reach balance in the next 10 years. But 
the President’s budget reduces the deficit. 

Ms. Herrera Beutler. I think that is fair. If the answer is “no,” 
that is fair. 

Secretary Lew. That is different from a balanced policy. 

Ms. Herrera Beutler. That is fair. See, I do not think so. You 
know, I have heard the talking points from every secretary now, 
and the committees on which we serve. They come in and say, 
“Balance, balance, balance.” And when the American people hear 
“balance,” they think that you mean spending reductions and tax 
increases, right? But the truth is, this budget represents zero, a net 
zero reduction in government spending. How is that balanced? So 
neither does it actually ever come into balance, which the Amer- 
ican people know, a balanced budget helps us grow jobs. But it does 
not even have the balance that you all are walking around with the 
talking points on. 

Secretary Lew. Congresswoman, that is not a fair characteriza- 
tion of the budget. The budget has, $400 billion of savings in Medi- 
care. Those are very real. If you are either a provider or a bene- 
ficiary, there are going to be changes that are very real. It has ad- 
ditional savings in other mandatory programs of $200 billion. 

FAIRNESS 

Ms. Herrera Beutler. Well, I guess when you are talking about 
“fair,” so is it true, then, am I wrong? It is not a net zero in spend- 
ing reduction? Is that not true? 

Secretary Lew. I am not sure what baseline you are looking at. 
The fact that the baby boom is retiring, and Social Security and 
Medicare are growing, is something that we all have known for a 
generation was going to happen. That does not mean that we are 
not reducing spending from where spending would be if we did not 
take action. 

Ms. Herrera Beutler. You use the word “fair.” And I believe 
in fair. You know, I voted for the compromise bill at the beginning 
of the year. So I am not afraid to put my money where my mouth 
is, so to speak. But when you talk about fair, I think about my own 
folks. My dad is an American of Mexican descent. He has worked 
his entire life. He started in poverty, and my folks, together, work- 
ing very hard, raised six of us. And today, they should be planning 
their retirement. They are both working. They are working more 
for less. And you know what? They are sending more dollars to the 
IRS. 
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That, to me, is not fair. What is fair is more Americans should 
get to keep more of their money. My biggest challenge with this 
budget is it does not balance, and it is not balanced. If you had 
brought us something that truly reduced spending, you are not 
going to hear the argument about raising taxes in other places or 
closing loopholes. But the problem is, the problem is, you do not re- 
duce spending anywhere. The IRS, this is one I love to bring up. 
The IRS has a 24/7 satellite TV studio in its building that it uses 
for training employees and so forth. Okay. The EPA across the 
street from the IRS has the same 24/7 satellite TV studio. Must 
cost $4 million or so a year. Rather than limit those, or limit the 
President’s vacations, we are limiting air traffic controllers. That, 
to me, is not the balance and the fairness that the American people 
voted for. And I guess I am frustrated with what I feel like was 
total politics. 

SEQUESTRATION 

Secretary Lew. Well, Congresswoman, if I could respond. The 
cuts that you are referring to with the air traffic controllers are a 
result of sequestration, which we think should be replaced. 

Ms. Herrera Beutler. Well, let me hit you on that one, because 
what I have here, and, as you know, you were in the middle of the 
controversy, it has been reported that that was between you and 
Rob Nabors. That was your idea. So I hear this often as well, “Bal- 
anced budget, and sequestration’s awful.” Well, for crying out loud, 
if you do not like it, why did you propose it? 

Secretary Lew. I think the record is clear. We were in a negotia- 
tion where we thought the right answer was to have revenue in- 
creases and spending cuts that would take effect if there was not 
an agreement. The only thing agreeable to the Republican leader- 
ship of Congress was all spending cuts. 

Ms. Herrera Beutler. I understand. 

Secretary Lew. The sequester was designed to be a bad outcome 
to get Congress, through the super committee, to act. 

Ms. Herrera Beutler. I am not arguing that you were up 
against people who wanted more cuts than you did. I am not say- 
ing that that is not accurate. 

Secretary Lew. It was not meant to become policy. It was meant 
to force action. 

Ms. Herrera Beutler. The point is, is it fair and appropriate 
to come up here and to totally decry sequester when you proposed 
it? 

Secretary Lew. Absolutely. It was never meant to take effect. It 
is bad policy. 

Ms. Herrera Beutler. I guess that is one of those things that 
people hate about politics in Washington, D.C. It does not pass the 
straight face test. 

Secretary Lew. I think people hate that there has not been the 
kind of balanced agreement reached through the super committee. 

Ms. Herrera Beutler. I agree. 

Secretary Lew. And they would like us to do it. So we should be 
talking about the balance of spending cuts and revenue increases 
to make sensible policy. 



159 


Ms. Herrera Beutler. I agree. I have shared with you, I voted 
for the compromise legislation. 

Secretary Lew. Which I appreciate. Which I appreciate. 

Ms. Herrera Beutler. So I am not afraid to do that. My frus- 
tration is you send us a budget that is 10 weeks late, that never 
balances, and has no net spending reductions. And I guess my mes- 
sage back, as you go back and as you are continued to task with 
a very difficult, I am not going to say that leading the Treasury De- 
partment is easy. I understand. But I would urge you, there are 
those of us here who want to make this work, but when we get 
brought something that we do not feel is balanced, or fair, or ap- 
propriate, or that makes the American people take it on the chin, 
we are going to reject it. And with that I yield back my time. 

Secretary Lew. If I could make one final point, Mr. Chairman. 
You know, in years of discussions between Republican leaders and 
the White House, over and over again I heard that there were 
three things that needed to be in any plan for there to be more rev- 
enue on the table. One of them was chained CPI; a second was 
means testing Medicare. The President’s budget does chained CPI, 
and it puts in an income-related premium which means you would 
have to pay for your own Medicare benefit if you can afford to. I 
think that it is not fair to say that there is no tough medicine in 
this budget. There is very tough medicine, and we would look for 
the conversation to get the right balance between spending and 
revenue to get the job done. We do not want to have a disagree- 
ment here. We want to get the job done. 

Mr. Crenshaw. We are going to have time for another round of 
questions, so we will keep going. Mr. Graves. 

BASEL III CAPITAL REQUIREMENTS 

Mr. Graves. Thank you, Mr. Chairman, and I appreciate Ms. 
Herrera Beutler’s passion. She expresses what many of us feel, and 
dealt with it correctly. Mr. Secretary, I just want to talk a little 
policy a second because I think, as we all know, the economy is 
number one on our mind, and making sure that it recovers cor- 
rectly and sustainably. And I want to talk a little bit about Basel 
III, something that the American people maybe do not hear about 
a lot, but I think could have a very negative impact on the finan- 
cial sector in the future. You are probably aware that Senators Vit- 
ter and Brown recently, very recently, introduced some legislation 
to exempt all financial institutions based in the United States from 
Basel III, from the requirements there, and instead put in place 
some different capital requirements. I wanted to get just sort of 
your thoughts on their proposal as well as the timeline, or do you 
support, I guess, exempting United States financial institutions 
from Basel III as their legislation proposes, and if not, what impact 
do you think it is going to have on our economy in the future? 

Secretary Lew. Congressman, I am going to have to take a look 
at the details in the legislation, so let me, if I could, just take a 
step back and talk a little bit more broadly about what we have 
done, what we are doing, and what Basel III would do. We had a 
serious problem in 2008 that our banks were undercapitalized and 
our regulatory structure was not able to see what it needed to see 
to make the sensible regulatory decisions to supervise. We are in 
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the process of fixing that through our domestic laws, through Dodd- 
Frank, and by complying with Basel III. I think we have done a 
much better job than much of the world building capital over the 
last four years, and we are now in a better, stronger position to be 
able to say that we are not going to face the same kinds of prob- 
lems that existed in 2008. So I think that we need to continue on 
the course we are on, building the capital requirements so that we 
are complying with both the U.S. and Basel standards, and look at 
proposals that would provide for more security if there are ideas 
out there, we should be looking at. 

Mr. Graves. So their proposal exempts financial institutions in 
the United States from Basel III, in effect exempting our financial 
institutions from an international agreement in which, I guess, it 
is about 27 countries come together in a location in which none of 
the details are disclosed about the deliberations that take place, 
nor the agreements, nor the politics. It is very closed-door, smoke- 
room-filled agreement that comes into being, and which then is im- 
plemented by our agencies here in the United States without a lot 
of input and without a lot of oversight from Congress. Is that some- 
thing you support? 

Secretary Lew. Congressman, what I tried to say, and I will say 
again, I think the combination of implementing Dodd-Frank and 
complying with Basel III leaves the U.S. financial system in a 
safer, sounder place, and, I think we need to continue to do that. 

Mr. Graves. So you would not support exempting United States 
financial institutions from this. 

Secretary Lew. I am refraining from commenting on a bill that 
I have not had a chance to read, but I am trying to state what my 
policy is. 


TOO BIG TO FAIL 

Mr. Graves. So it sounds a little European to me, and I have 
seen what has happened there, and do not think that is very 
healthy. Okay, changing topics a second, and talking about Dodd- 
Frank, which you referenced, and not only do we have it, but now 
pulling in something international to overlay on top of that, being 
the Basel III side, but Dodd-Frank was supposed to address the 
“too big to fail,” and, in fact, I guess the five largest money centers 
have increased in size over the last couple of years, while, at the 
same time, as the Chairman mentioned, community banks have 
taken a larger hit, and, in fact, I imagine there have probably been 
zero new community banks net across the nation being created. Do 
you believe too big to fail is, in fact, in place? 

Secretary Lew. I think that Dodd-Frank established very clearly 
the principle that too big to fail is unacceptable, and it put in place 
policies, which we are in the process of implementing, to achieve 
the goal of being able to say too big to fail is no longer the case. 
We are not yet fully implemented. I think a lot of the commentary 
that I have read mixes up today as a moment in time to where will 
we be when Dodd-Frank is fully implemented. I can tell you that 
when it is fully implemented, we need to continue to ask the ques- 
tion, because if our policy is that too big to fail is unacceptable, we 
have to make sure that we make that the case. 

Mr. Graves. So you believe Dodd-Frank ended too big to fail. 



161 


Secretary Lew. I would just say this about the question you 
asked about consolidation and large money center banks. In the 
course of the financial crisis, there were a lot of institutions in the 
resolution process that disappeared, and there was a growth of 
some of the large institutions as they were failures that were re- 
solved during the financial crisis. I think that is separate from the 
question that you asked about community banks, and as I tried to 
indicate in my response to Chairman Rogers, we are very much 
aware of the concerns raised by the community banks, and I know 
the regulators are as well. 

Mr. Graves. Right. So you believe that Dodd-Frank has ended 
too big to fail? 

Secretary Lew. Well, I will just restate very clearly that Dodd- 
Frank established the policy that it is unacceptable for banks to be 
too big to fail. 

Mr. Graves. Well, I understand that it implemented the policy. 

Secretary Lew. We are implementing those policies, and we have 
not yet completed the process of implementing those policies. We 
are determined to do so, and we will continue to ask the question 
as it is implemented, and if, in fact, I cannot sit here a year or year 
and a half from now and say that, we will have more work to do, 
but I cannot tell you that today, and I am determined to do the 
very best we can implementing the laws so the answer that will be 
positive. 

Mr. Graves. Thank you. 

Mr. Crenshaw. Ms. Kaptur. 

Ms. Kaptur. Thank you, Mr. Chairman. Glad you looked down 
this side. I want to welcome the new Secretary and wish him the 
very best in his important new duties, and we know your back- 
ground, and we have great confidence in your levelheadedness and 
your deep commitment to service. 

COMMUNITY BANKS 

I wanted to associate myself first with Chairman Rogers’ re- 
marks relating to banks across our country that did not abuse their 
privilege, and I wanted to implore that Treasury, in its rule-mak- 
ing, find a way to distinguish between banks that were the worst 
abusers versus those that maintained stellar records and prudent 
lending practices. I can tell you in my own district the Bank of Lor- 
raine, the First Federal Bank of Lakewood had none of this as a 
part of their portfolio, and perhaps there is a way for Treasury to 
provide recognition to these types of institutions for their prudent 
practices, and think about that as you proceed forward. I do not 
really have a question on that, Mr. Secretary, I am just encour- 
aging you to recognize the best in our country as we try to restrain 
those who abuse their privileges, and I think that many of these 
banks that are local do not get any recognition. We figured out how 
to give FDIC seals on the door to give confidence to the public, and 
maybe there is something special Treasury could do. So I just 
wanted to put that on the record. 

HARDEST HIT FUNDS 

My questions really center on important topics you have raised 
right in the first and second paragraph of your testimony relating 
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to the housing market. And housing has always led the way in 
most modern recoveries except this one, and ever since the mort- 
gage securitization instrument was invented, unfortunately, the 
housing crisis lands at Treasury’s door now. And regions such as 
I represent have been deeply, deeply harmed because of the crisis, 
as many others have as well, and there has been a tremendous 
market adjustment that has been occurring. And so I appreciate 
your mentioning housing in your very early remarks in your testi- 
mony, and I have some questions relating to one of the programs 
that Treasury operates called The Hardest Hit Fund. Treasury’s 
budget request indicates that the Department has only dispersed 
about $1.76 billion out of a possible $7.6 billion under the Hardest 
Hit Fund as of December of last year. 

My question is, and I have a couple of them, so let me just run 
through them, please explain why less than 25 percent of the funds 
have been allocated despite the fact that we are still seeing high 
foreclosure rates, certainly in our area in northern Ohio. For years 
I have been urging Treasury to allow states to use their Hardest 
Hit Funds for demolition, as well as rehab, or try to work out the 
mortgage. That is the best alternative, if it can be done, but Treas- 
ury has yet to give a yes or no answer on that. And could you pos- 
sibly enlighten us on what Treasury is doing to determine if Hard- 
est Hit Funds can be used for demolition? I can tell you across 
northern Ohio from Cleveland to Toledo, a region that the Adminis- 
tration knows well, we literally have 50,000 units we have to rip 
down. Local governments, because of the sputtering of the econ- 
omy, have difficulty in finding the funds to do that. And I am won- 
dering if you might address that, or one of your staff who is with 
you today. 

Secretary Lew. Congresswoman, I would be happy to address it. 
As you know, this has been a very difficult area for both federal 
and local policy and we have been working very hard to get the re- 
sources out into the places where it could do good. In the almost 
two months that I have been at Treasury, the issue of demolition 
has come up, and we have not reached a final determination, but 
the argument is, I think, a strong one, that in a community where 
houses are underwater, and the only way for them to get above 
water is to remove the blighted properties that need to be demol- 
ished, that there may well be savings, and therefore ability, for the 
homeowners to get above water to pay their mortgages, if the de- 
molished properties were addressed. We are looking at whether or 
not the Hardest Hit Fund can be used for that. We have a great 
deal of sympathy for the policy, and I think there is a strong argu- 
ment. It is not resolved yet, so I cannot speak to a final decision, 
but it is something that I am personally paying a great deal of at- 
tention to. 

Ms. Kaptur. I thank you very much. Could you give us any win- 
dow? I mean, are we talking about by June? 

Secretary Lew. Yes, I would have to get back to you on the time- 
frame, but I can tell you that in my first two months it has been 
the subject of more than a couple of conversations. 

Ms. IC^PTUR. I thank you very much for that, and we also have 
a bipartisan bill that has been introduced here dealing with the 
challenges that regions like ours face in trying to readjust our 
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housing markets. Deputy Assistant Secretary Graves has actually 
come out to our region trying to figure out what do we do with this 
situation, and I would urge you to take a look at our bill, perhaps 
there might be something in there the Department would find use- 
ful, and as we try to readjust our marketplace. So, I thank you very 
much for that. 


HEALTHY FOOD FINANCING INITIATIVE 

And I just want to ask one additional question on the Healthy 
Food Financing Initiative that is a part of the budget submission, 
could you provide now, or for the record, the eligible institutions 
that the CDFIs could link to? Are they just for-profit institutions? 
Or if you have, for example, a Cleveland foundation working with 
local non-profits trying to raise food in communities that sell at 
farmer’s markets, would they be eligible for assistance? So I am 
looking for how that fund is going to be used. 

Secretary Lew. Congresswoman, I am probably going to have to 
get back to you as to who the entities to be funded are, but cer- 
tainly the idea is to try and get into the communities through the 
entities that have the ability to achieve the goals. I would be happy 
to follow up with you. I cannot speak to the question of a farmer’s 
market, but it is a kind of activity that certainly does address the 
problem. So I would be happy to get back to you. 

Ms. Kaptur. All right. Very good. Thank you. Thank you, Mr. 
Chairman. 

Mr. Crenshaw. Thank you. Mr. Diaz-Balart. 

Mr. Diaz-Balart. Thank you, Mr. Chairman. Good to see you 
again, sir. 

Secretary Lew. Good to see you. 

Mr. Diaz-Balart. You are kind of stuck with us, right? 

Secretary Lew. Yes, it feels like it was only yesterday. 

TAX increases 

Mr. Diaz-Balart. Yeah, right. Deja vu all over again. Just want 
to go back to the conversation that you had with my colleague here, 
and you mentioned some of the things that Republicans wanted to 
put on the table as a condition to potential revenues. And you 
talked about that. You know, my memory may not be that good, 
but, you know, the American people have already gotten hit with 
a number of tax increases. Revenues were already increased. Taxes 
already went up. I do not recall the President saying that taxes 
were going to increase all the time, continuously. He talked about, 
during the campaign, increasing taxes on what he called, you 
know, the high earners. That already took place. But not only that; 
there has been a huge tax increase on the middle class because of 
the Affordable Care Act, known commonly as ObamaCare, huge tax 
increase on the middle class. And nobody has gotten hit more than 
the middle class, based on the payroll tax increase. And do not take 
my word for it, but I will just pose a question. 

Mr. Secretary, I know you know that people feel the payroll tax 
increase. It is a huge tax increase, not on the wealthy, on everyone. 
So revenues already were increased. Taxes went up, whether we 
care to admit it or not, they went up. The American people know 
they went up. There are others that are coming, by the way. So is 
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there ever a limit to tax increases? Because that argument, that 
debate took place already. The President got his tax increases, and 
now it seems that the American people are supposed to forget that 
they are receiving less money because of the payroll tax increase, 
because of other tax increases, and that now that did not happen, 
so now tax increases have to be on the table again. You know, is 
this going to be the constant discussion no matter what we do? 
There’s always going to be an effort to increase taxes? 

Secretary Lew. Well, Congressman, first of all, I appreciate your 
strong support for the payroll tax, which we fought for in 2010 and 
2011. We heard a lot of arguments that the payroll tax cut was a 
bad idea and took an awful lot of work to get that passed, and it 
was only passed because it was short-term, and it was to deal with 
the economic conditions of the time. It was never considered as 
part of the overall dealing with our deficit. 

Mr. Diaz-Balart. But the American people are feeling it. 

Secretary Lew. We spent money on the payroll tax cut to have 
it in place for the two years. 

Mr. Diaz-Balart. And the American people are feeling it now. 

Secretary Lew. The American people are better off for the growth 
that we got for the brief period of lowering the payroll tax. Look, 
the challenge in getting a balanced spending cut revenue package 
is that we are doing a lot of spending cuts. We have done, $1.8 tril- 
lion in spending cuts. We have done $600 billion of revenue as part 
of the package. If we need to do $4 trillion, and the ratio should 
be 2:1, we are not coming back for more revenues, we are coming 
back to finish the work on both the spending side and the revenue 
side. I think it was a very good thing that Congress passed in Jan- 
uary, the legislation that rolled back the tax cut on the very 
wealthiest Americans. It did not finish the job, and we said so at 
the time, and there should be no surprise that when you only do 
half of the job, half of the job is left. So we collectively have more 
work to do on both the spending and the revenue side if we are 
going to deal with the deficit in the long-term fiscal policy in a fair 
and balanced way. 

AFFORDABLE CARE ACT PENALTIES 

Mr. Diaz-Balart. Mr. Secretary, the $600 billion, I know where 
that number comes from, does that include the tax increase that 
the middle class is subject to because of ObamaCare? The Supreme 
Court said it was a tax increase. 

Secretary Lew. We can have a debate. 

Mr. Diaz-Balart. No, I’m just asking. 

Secretary Lew. That $600 billion is raising rates on the highest 
income taxpayers above $250,000. I think that the whole question 
of the Affordable Care Act is a legitimate question to have a con- 
versation about, but it was not a set of revenues that was part of 
a deficit reduction package. It was a set of policies to make sure 
Americans have access to health care, and that when they do not 
choose to get health care, rather than shifting the cost to other peo- 
ple, they pay a penalty. 

Mr. Diaz-Balart. I understand that. 

Secretary Lew. So it would be shifting the cost. Very different. 



165 


Mr. Diaz-Balart. Right. So just very simple. That $600 hillion 
in tax increases, do we know what the expected tax increases, how 
much money the tax increase on the middle class is supposed to 
bring in? 

Secretary Lew. I am not sure what you are asking. Congress- 
man. 

Mr. Diaz-Balart. Well, I mean, I do not always agree with the 
Supreme Court, and I know you do not either, the Supreme Court 
made it very clear that the tax increase, that the fine that the mid- 
dle class, thousands or millions of people in the middle class are 
probably going to have to pay, is a tax increase. Do we know how 
much that is supposed to bring in? 

Secretary Lew. I would be happy to follow up with you on Afford- 
able Care Act penalties. 

Mr. Diaz-Balart. Okay, well, so the penalties, the Supreme 
Court, whether you or I like it, has said it is a tax on the middle 
class. So, again, I know that government, you know, going back to 
what my colleague was saying, sometimes it is frustrating. Govern- 
ment likes to kind of pretend if a different agency takes money 
from your pocket, that that is not real money, or that you do not 
count that. But the reality is, the American people are feeling tax 
increases. They are feeling those tax increases, and they are going 
to feel that tax increases of ObamaCare in a pretty immediate 
sense, and I think it is important to remember that the President 
got huge tax increases. There are other huge tax increases that are 
coming, and the question is, is there ever going to be enough new 
tax increases? 

Secretary Lew. Congressman, I think the American people ap- 
preciate the fact that they have access to health care coverage that 
they did not have; that their children graduate from college, they 
can stay on their health care plan; and if they have someone in 
their family with a pre-existing condition, that they can afford to 
get health care coverage. I think that the entire package of the Af- 
fordable Care Act, when it is implemented, will be something that 
the American people see as having been one of the most important 
set of policies and a very good value. That is a separate question 
from what we do to get our fiscal house in order, and I think every- 
one on this Committee knows that the tax cuts in 2001 and 2003 
were not part of the Affordable Care Act. Those were tax cuts we 
could not afford. The President has said all along that as part of 
a balanced deficit reduction plan, we need to have some correction 
where, for people at $250,000 and above, we take back some of the 
benefit that we just cannot afford to give to the wealthiest people 
in America. That is what the President has proposed. 

Mr. Crenshaw. Thank you. Hopefully we get a little more time. 
Mr. Quigley. 

Mr. Quigley. Thank you, Mr. Chairman. And in a moment of 
kumbaya qualities, I, too, want to associate my remarks with the 
Chairman of the Full Committee as it relates to community banks. 
I think Illinois is second in the whole country, and many of them 
in the heart of my district are suffering because of what happened, 
but also because of unintended consequences. So I certainly appre- 
ciate, Mr. Secretary, your efforts as you have outlined previously. 
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CONFORMING LOAN LIMITS 

And in a related point, one of your colleagues, Mr. Donovan, and 
I exchanged questions about conforming loan limits, and he has 
pledged to help. Now I understand there are different jurisdictions 
here, but as he clearly understands and outlined in our discussion, 
the way the lines are drawn for conforming loan limits creates a 
skewing, and are disproportionate, so that certain areas that are 
drawn in with dramatically lower numbers have their numbers 
drawn so that the loan that is otherwise a jumbo is way, way low, 
and, frankly, it just kills sales of certain types of housing. So I 
would certainly appreciate your comments and thoughts about try- 
ing to help Mr. Donovan and ourselves affect that change. 

Secretary Lew. Congressman, I would be happy to look at the 
conforming loan question. It is largely in Housing and Urban De- 
velopment’s area, but I will say this, that in the last number of 
years since the financial crisis, we have seen the loan limits go way 
up, and we have seen federal lending become a predominant form 
of lending. One of the things that we are concerned about is getting 
private lenders back into the marketplace. So as we look at these 
questions, I think our goal has to be maintaining access to housing 
finance, but also reducing the prevalence of the federal government 
as the predominant lender or guarantor. And it is something we 
look forward to working with you on. 

Mr. Quigley. Absolutely, and I think the reality of the situation 
is when this discussion goes forward, now, it is not just is HUD 
going to be asked about this, they are going to look in your direc- 
tion for your thoughts. 

Secretary Lew. I look forward to working with my colleagues on 
that. 


IRAN SANCTIONS 

Mr. Quigley. On an unrelated point, correct me if I am wrong, 
but I think, to date, the Treasury Department has sanctioned just 
two non-Iranian foreign banks for conducting significant financial 
transactions with sanctioned banks relating to doing business with 
Iran. Can you explain a little bit about what the agency is doing 
now, because there seems to be a lot of information about other 
banks doing this, about what you are trying to do to address this 
issue? 

Secretary Lew. Congressman, we are working vigorously to im- 
plement and enforce what is the toughest set of sanctions ever put 
in place by the international community, and unilaterally, by the 
United States. Importantly we have the cooperation of, the U.N., 
including China and Russia. We are working with our European al- 
lies. This is not just the United States. In order to really tighten 
the pressure on Iran’s economy, we need that kind of full coopera- 
tion. I think if you look at the economic conditions in Iran, it is 
showing that it is having effect. We see it in Iran’s GDP. We see 
it in their unemployment rate. We see it in their exchange rate. We 
see it in the availability of food on the shelves. 

Now, sanctions alone do not change policies. Governments have 
to change policies. What sanctions can do is they can send a very 
clear message that we are serious. When the President of the 
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United States says we are going to keep the pressure on, and all 
options remain on the table, we are very serious. We are taking our 
enforcement responsibility equally seriously. These are case-by-case 
matters that our team follows up on. As Secretary, I will remain 
vigilant watching the work they do, being part of it, and making 
sure that we meet that standard. 

Mr. Quigley. Well, I would certainly appreciate hearing about, 
especially given the information we are hearing about other banks 
who should be the subject of these investigations or sanctions, but 
I certainly appreciate your efforts. Mr. Chairman, if I might, and 
I am sure at this point you will probably tell me since I am new 
I have no business to say this, but on a personal point of view, I 
have served four years now, maybe not on this Committee, but 
often in the minority, and often with Republican and Democratic 
witnesses. 


DECORUM 

And I would just like to encourage my colleagues, in no way asso- 
ciating with my friend, Mr. Diaz-Balart’s exchange, because I think 
that is very healthy, but I do think there is a line where we show 
a courtesy and decorum, and allow witnesses to answer questions. 
They may disagree. 

Ms. Herrera Beutler. Did the gentleman yield? 

Mr. Quigley. No, I would like to finish if I could. They may dis- 
agree, and I appreciate passion, and I also respect the fact that in 
four years I have seen witnesses filibuster for their five minutes, 
and so there is a priding that goes along there. All I am saying is, 
in as gentle a way as I can, is I think it adds to the decorum and 
the value of the discussion if we allow witnesses to answer a ques- 
tion, and if we disagree, we can say so then. I yield. 

Mr. Crenshaw. Mr. Womack. 

BUFEETT RULE 

Mr. Womack. Thank you, Mr. Chairman. I am going to try to be 
a kinder, gentler questioner. Try. Thank you, Mr. Secretary, for 
being here. Earlier, the Buffett rule came up. Refresh my memory. 
How much revenue, assuming the Buffett rule or law, how much 
over 10 years would that raise? Round numbers. Round numbers. 

Secretary Lew. I would have to check the exact number. It is not 
an enormous number. 

Mr. Womack. That is where I am going. 

Secretary Lew. And I know that is where you are heading. It is 
a principle as much as it is a number, because, frankly, it is just 
a matter of basic fairness that the tax rates should reflect fair dis- 
tribution of burden. 

Mr. Womack. I knew you knew where I was going with that. It 
is not a significant number, and I think it is quite generous to say 
that it is just a principle. It is really more of a tallang point to di- 
vert attention away from the real problems facing our country and 
try to convince people that that is the real problem. And that is not 
the real problem. But anyway, I will not have enough time to drill 
down terribly on that. Over the proposed budget, over the next 10 
years, now let me back up. This year, what will the net interest 
on the debt be? Round numbers. 
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Secretary Lew. Congressman, I did not bring all my numbers on 
the budget with me because I was here testifying about the Treas- 
ury budget. 

Mr. Womack. Well, easily over a couple of hundred billion, right? 

Secretap^ Lew. Yes, I just do not like to do numbers without hav- 
ing them in front of me. 

Mr. Womack. But would you agree that it is safely over $200 bil- 
lion? 

Secretary Lew. Yes. It is a large number. 

Mr. Womack. Okay. 

Secretary Lew. Importantly, it grows over time, because, interest 
rates go up in the forecast period. 

interest rate normalization 

Mr. Womack. You know, not long ago in a town hall meeting I 
had somebody ask me, “Mr. Congressman, what keeps you up at 
night?” And I remember my response vividly, that, internationally, 
it is a nuclear-armed Iran, and domestically, it is normalized inter- 
est rates. So I want to ask you this question. If it is safely over 
$200 billion this year, and as I look at the budget over the next 
10-year window, it explodes even under assumptions that interest 
rates remain somewhat artificially low, maybe not even somewhat, 
to three-quarters of a trillion dollars. Now, to put that in perspec- 
tive, as I noted in an article recently, that number in 2023 is more 
than we spent on any single program last year. And Social Security 
being the big one at 700 and some change, does this alarm you? 

Secretary Lew. Congressman, this is not my first time in the ad- 
ministration. When I was in the Clinton Administration as budget 
director, I balanced the budget, I ran a surplus three years, and I 
came before the Congress on my last day, and I had a plan for pay- 
ing down the debt. There were a series of policy decisions that were 
made in the next number of years where we had several tax cuts 
we could not afford, we had wars we did not pay for, we extended 
Medicare prescription drugs without paying for it, and then we had 
an economic crisis, and revenues went down and spending went up. 

The President has laid out a plan that would stabilize our deficit 
as a percentage of GDP and our debt as a percentage of GDP. At 
the end of the 10 year window, our deficit would be less than 2 per- 
cent of GDP; our debt would be in the 70s. Not going through a 
barrier that all of us agree we have to try to control. 

I think this question of debt is a very important one. I think we 
cannot kid ourselves into thinking that you can take decisions that 
were made over a long period of time and reverse them overnight. 
Our budget, I would beg to differ, in terms of the assumption on 
interest rates; I think it is a realistic assumption on interest rates. 
It is consistent with other conservative assumptions. It shows a 
ramping up of interest rates. We do not make the decision; the 
Federal Reserve Board makes the decision in terms of timing a lot 
of these things. But our policy, our projections are consistent with 
both the mainstream Blue Chip projections and the Fed projec- 
tions. 

I think the reality is that we have accumulated a very large debt 
because of the policies largely before this Administration took 
place. And we have to first get our budget to a place where we are 
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not adding any new spending policy that increases the debt burden 
before you can even think about drawing down the debt as we did 
in the ’90s when I was in charge of the budget the first time. I hope 
that we are in a position in my tenure to have that conversation. 
But the first step is to stabilize the deficit and the debt as a per- 
centage of GDP, which is what the President’s budget would do. 

Mr. Womack. And I think we can kind of debate, and we will not 
have time here for this session to debate whether or not we actu- 
ally stabilize this disparity between our income and our expense 
ledger. And I am sure my time is about gone, but before I close, 
maybe a yes or no question back to my original question. Does it 
concern you that in 2023, based on what we are seeing here in the 
President’s proposed budget, that our net interest on the debt, as- 
suming those interest rates, would be the better part of three quar- 
ters of a trillion dollars? 

Secretary Lew. What concerns me. Congressman, is that we need 
to reach agreement on a balanced plan so that we can hit the debt 
and deficit as a percentage of GDP targets that are in the Presi- 
dent’s budget, because I think that that would leave us in the posi- 
tion that is sustainable where we could continue to have the dis- 
cussions that we need to have about policy for the next generation. 

Mr. Womack. I will take it as a yes. Thank you. 

Mr. Crenshaw. Thank you. Well, Mr. Secretary, we have got just 
a few minutes left, and some people have another question. I just 
want to make sure, since some of you all were not here when the 
meeting started, I announced that I would call on people based on 
seniority if they were here when the meeting started, and after 
that, we would go from side to side. But after that, I would call on 
people in the order in which they walked in the door. But now that 
everybody is here, we will go back from side to side. I will waive 
my time and submit some questions in writing so that we can have 
other members have more time, so if it works out maybe we can 
ask another. 

Mr. Serrano. 


BUDGET CUTS 

Mr. Serrano. Mr. Chairman, I will just ask one question, and 
then I will join you in submitting my questions for the record. The 
Ryan budget of $966 billion for discretionary spending, what, in 
your opinion, or have you been able to look at this? I know that 
you may, when we asked you have you looked at this, we are talk- 
ing about the two month period, but it is also two decades of look- 
ing at this and other situations. So what impact do you think it 
will have on our economy if we cut back so severely on discre- 
tionary spending? Because, see, here is my concern, and I may be 
on the Appropriations Committee, but unlike you and a couple oth- 
ers on the Committee, I am not an expert on these numbers, but 
I do notice something that is happening here which is very dan- 
gerous. There is such a desire to cut the budget and to balance it 
that we are hindering the opportunity to invest in some areas. 

Now, I know some of my colleagues call that spending, but in- 
vesting and spending may be the same thing, or it may not be the 
same thing. But the best example I use is there is somewhere right 
now, a man and a woman in a white coat, working on perhaps find- 
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ing a cure for cancer, or a cure for AIDS, or something, and we are 
cutting across the board with no concern for what happens. So 
what is the impact, or have you had a chance to look at it over a 
period of time? 

Secretary Lew. Congressman, I have looked at the budget, and 
it is obviously not the first time the proposal has been put forward. 
I would make two or three points. 

First, the revenue policies in the budget create a much bigger 
problem than they are a solution. There are over $5 trillion dollars 
of tax cuts that go largely to upper income people that are not paid 
for. So there is a huge hole in that part of the budget. So there 
would either have to be more pain or tax increases on middle class 
people in order to pay for the tax cuts. So I think, when we look 
at the magnitude of impact, I always look at the things that are 
not paid for because that tells you whether it is going to be better 
or worse. It would be worse. 

If you look at what is in the body of the budget, I think on the 
discretionary side, it is eating our seed corn to not invest in re- 
search, to not invest in infrastructure, to not invest in education. 
And if you cut discretionary spending to the levels that that budget 
would, it leaves you no choice. And I cannot tell you the specific 
decisions; this Appropriations Committee will make the specific de- 
cisions. But I think everyone on this Committee knows that when 
you lower the caps, something has got to go. And that we all like 
to talk about cutting the things that are wasteful, and we all agree 
that that is where we should go first, but we are getting beyond 
that. We are down to really hard choices, really hard choices. And 
I think that the next generation has a right to depend on us to edu- 
cate the next generations for the challenges they will face, to make 
sure that they have an infrastructure so that when they produce 
things they can get them to port and to market, and that we main- 
tain our cutting edge as being the country that has led the world 
in scientific breakthroughs which has been driven by federal re- 
search support. 

So these are basic questions about what kind of country we are 
going to be, when my grandchildren grow up in the Bronx. 

Mr. Serrano. Right. And let me in closing, Mr. Chairman, just 
say that that is what concerns me the most. And I know that, as 
I look across the panel here, I know that everyone has very serious 
concerns about the future of our country. My main concern is that 
in this constant desire to cut, cut, cut, we do not invest, and, in 
the process, we take away that which made us great. We were able, 
always, to do both, to keep a budget that made sense and also to 
invest. So I hope that we come to our senses and realize that, yes, 
you have to cut the budget, but also, you have to invest. And the 
best example I give you is, is it a crisis if we can no longer find 
cures for disease? Is it a crisis if we can no longer provide proper 
health care? Yes. Well, we have had crisis. And one of them is al- 
ways wartime. And in wartime we never really stop to think about 
what the cost will be, we just defend the country. There are dif- 
ferent ways to defend the country, and one of them is to secure a 
future that does not cut, cut, cut, but invests in some areas, and 
I thank you. 

Mr. Crenshaw. Thank you. Mr. Yoder. 
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DEBT PRIORITIZATION 

Mr. Yoder. Thank you, Mr. Chairman, Mr. Secretary. 

A little different topic. Probably sometime in the next few 
months we are going to be dealing with the issue of the debt ceiling 
increase again. Your predecessor spent a lot of time on media, on 
news, et cetera, making comments that I am assuming you will be 
making soon enough that suggest that if Congress does not acqui- 
esce to the demands of the Administration to raise the debt ceiling 
by whatever amount the Administration says, that it will have the 
potential of causing economic ruin across the world because of the 
potential for the U.S. to default on their bond obligations. Nobody 
wants that scenario to occur. And the main thrust of that argu- 
ment, Mr. Secretary, is that we need to protect the full faith and 
credit of the United States, and that that is critical for our econ- 
omy. 

I got a great opportunity for you to have the Administration join 
members in both parties and support bipartisan legislation that 
would ensure that the full faith and credit of the United States re- 
garding those Treasury bonds are always paid. There is legislation 
before Congress that would prioritize the debt to ensure that that 
scenario would never happen, which would, therefore, not have the 
economic consequences, at least in that regard. There may be other 
economic consequences for not raising the debt ceiling that I am 
sure you can articulate, but can we join together as we have this 
debate, recognizing that the President opposed raising the debt 
ceiling when he was in the Senate, and was very clear about his 
rationale for opposing that. Democrats have opposed it; Repub- 
licans have opposed it. We know where this going to go. We know 
how this debate is going to go. Can we work together to not have 
the Administration sort of create a self-fulfilling prophecy by going 
out and saying. If they do not raise the debt ceiling, then we are 
going to have these economic consequences. Therefore, the markets 
get edgy; then we get the consequences anyway? I would so appre- 
ciate if we could avoid all that, and actually have an honest debate. 

The American people are very, very concerned about raising the 
debt ceiling without a plan that we can agree on to pay it back, 
and we have an obligation to do that. So it is a legitimate debate 
to have. But can we take the full faith and credit debate off the 
table, and support legislation that would ensure those payments go 
out no matter what, and reassure global markets? 

Secretary Lew. Congressman, I have testified four times on this 
already, so I think you are right to assume that I will be saying 
things that I believe are very much true. You cannot prioritize 
what obligations of the federal government to pay without resulting 
in a default if the debt limit is not extended. You are only going 
to be changing what it is we default on. When this Committee ap- 
propriates money and agencies commit to spend that money, they 
have an obligation to make their commitments whole, whether it 
is to pay for rent or utilities, or to pay a grant. There are obliga- 
tions that go with being the United States of America, making a 
commitment, that has been authorized by Congress. Prioritization 
kind of pretends that you can pick and choose amongst the commit- 
ments and avoid defaulting on an obligation. You will be in default 
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if you do not extend the debt limit, and the United States does not 
meet its obligations. 


DEBT LIMIT 

You know, it is not a new thing that we pay our bills. When, the 
United States was formed, one of the challenges was to pay the 
Revolutionary War debt. And since then, we have always paid our 
bills, and I hope we always will. Congress has to extend the debt 
limit. It does not incur a single penny of new spending. All it does 
is pay the bills that Congress has authorized, already-committed 
funds. And I think that, it has historically never been the case that 
we have failed to do that. And I think Congress will do what it has 
to do, which is pay the bills. 

Mr. Yoder. Well, with all due respect, Mr. Secretary, that is not 
entirely accurate because the debt limit increase would not only go 
to pay current obligations, it would also authorize future spending 
for the future Congress to appropriate from. And so it does not just 
pay the bills until the end of the fiscal year, September 30th. The 
debt ceiling that increased in August of 2011 increased the debt 
limit way beyond that fiscal year and forward. And so it does not 
just go to pay prior obligations. It also goes to allow Congress to 
spend additional dollars. 

We have had a fairly, you know, important debate this morning 
regarding the finances of the country. We have clear differences 
about the Administration’s approach towards taxes and increasing 
spending on the American people, versus the balanced approach 
that the House is moving forward, which actually balances the 
budget. That debate has been had. 

But as we get into the debt ceiling debate, my hope is, and I am 
sure this will not occur, but I will say it because I just hope that 
you will consider this, that the rhetoric that the Administration 
has previously used on this issue has created a self-fulfilling result. 
And so if we could tone down the hyperbole on default, knowing 
that there are dollars that will come into this federal government 
that will pay our debt and interest regardless of whether that ceil- 
ing is raised, if we can tone that part of it down, that would be 
something we could all work towards. 

I get that, yes, there would be potential obligations that would 
not be met elsewhere. But that is not nuanced in the debate. The 
debate that is had is, we are going to default on our Treasury 
bonds, and that is going to cause global economic meltdowns. So if 
we can, and I will watch you on Sunday talk shows, my hope is 
that you will take some efforts to tone that down and maybe, po- 
tentially, support an approach that would ensure that occurred. 

Secretary Lew. The thing I would just urge you to consider is 
that you enter a world that we have never been in once the United 
States is not meeting its obligations. We cannot assume that we 
know that markets will function in an orderly way if that happens. 
And you cannot prepare for a scenario where you can predict that 
we will have the ability to continue to go to market and roll over 
debt if we stop paying our bills. 

And the one point I would really urge you to think about is the 
debt limit does not appropriate a dollar; it does not extend an enti- 
tlement payment; it does not extend a tax cut. All it does is say 
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that all the other decisions Congress has made, we can meet those 
obligations. And, you know, I understand your point that the debt 
limit, covers the current year as well. But, that is not what is driv- 
ing the need for a debt limit increase. What is driving the need for 
a debt limit increase is the fact that, past decisions were made. 

Mr. Yoder. Which, Mr. Secretary, is one of the reasons that we 
are not going to be supportive of the President’s budget, because 
it drives those obligation up even further, therefore increasing fur- 
ther demands on a debt ceiling increase. So it is a bit circular to 
say. Well, you voted for a budget, therefore you have to vote for our 
debt ceiling increase. 

Secretary Lew. I wish I could say you voted for our budget. 

Mr. Yoder. Well, sorry, we have not. But let’s agree to stop put- 
ting additional obligations on the American taxpayers, therefore we 
do not have to increase the debt ceiling. 

Mr. Serrano. Will the gentlemen yield for a second, Mr. Chair- 
man? 

Mr. Yoder. I will yield back to the Chairman, I am sure my time 
has expired. 

Mr. Crenshaw. Yeah, I did not turn your mic off, it just went 
off automatically. But there are four people left here that maybe 
have a question. And I know it is 12:00, and you have been very 
generous with your time, but I think if we all kind of focused on 
maybe another question, then we would have time and not take up 
too much room. So could we do that, Ms. Kaptur? 

Ms. Kaptur. Thank you, Mr. Chairman. Thank you, Mr. Chair- 
man, for allowing us another round. I have full confidence. Sec- 
retary Lew, that you, having been a part of balancing federal budg- 
ets when we were responsible as a country, will help get us back 
on that path. And I served much longer than some of the other 
members who are new on this dais now. And we are a part of a 
Congress that saw very irresponsible budgets set up by an Admin- 
istration that conducted wars and did not pay for them, passed 
bills dealing with pharmaceuticals and Medicare and did not pay 
for them, and then we got into the mess that we are in now, so 
trying to dig ourselves out. But you have my confidence, Mr. Sec- 
retary. 

I just wanted to point out that it is no secret that a few big Wall 
Street banks and money center banks have actually been expand- 
ing in our economy, taking a greater share of assets and control of 
wealth, managing the wealth of this country since the financial cri- 
sis. It is surprising how few there are, actually, of very large ones, 
and how much they actually control. Smaller local banks have been 
facing, interestingly and troubling to me, many more regulatory 
burdens related to what the big banks did, and their share is not 
growing. 


COMMUNITY BANKS 

And so I want to go back, Mr. Secretary, and see if there are 
ways that Treasury can actually allow those financial institutions 
that did not cause this crisis, and have the ability to make housing 
loans at the local level, and have a very, very good record, they do 
not have a stained record of performance, that if there is some way 
that Treasury, as you work through all this, could lighten their 
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burden, actually invite them in. Find those around this country, 
and I will give you the Ohio list, to actually find a way for them 
to be more robust partners with you as you move forward. Is this 
in your thinking? Are you looking at those institutions around the 
country that actually performed very prudently and trying, as we 
recover, to engage them in additional lending, rather than bur- 
dening them in a way that they simply are being displaced in their 
marketplace by the very institutions that caused the problem? 

Secretary Lew. Congresswoman, we have tried over the last 
number of years to create incentives for lending to small- and me- 
dium-sized enterprises to make it easier for businesses to get ac- 
cess to credit. I am not sure whether there is any mechanism to 
do what you are describing. I am happy to go back and talk to our 
team about it. Many of the rules that community banks are wor- 
ried about are not in the jurisdiction of the Treasury Department 
squarely; they are either in the FDIC, or the Federal Reserve, or 
another agency. As the chair of FSOC, I have had discussions with 
the other members of FSOC, which include all the regulators, and 
I know that they are sensitive to the concerns of community banks. 
So I would look forward to working with you on it. I would have 
to look at what tools, if any, are available. 

Ms. Kaptur. You know, I look at the Department of Energy, and 
we have LEED-certified buildings, and I go out to all kinds of cere- 
monies with local businesses that are very proud that they have, 
you know, met this standard. And we think of ways that we recog- 
nize top scholars in our country. Well, we have banks that have 
done a good job, and we have some that have done a very poor job. 
And it just seems to me, I can told you at the local level, the lend- 
ing is stuck. There is the uncertainty about what is happening with 
the regulatory process, and perhaps because of the multi-agency 
engagement in this, unclear messages are coming down locally that 
is restricting lending, but it is hurting the housing market right 
now. 

Mr. Crenshaw. Your five minutes is up. 

Ms. Kaptur. Thank you, Mr. Chairman. 

Mr. Crenshaw. Ms. Herrera Rentier. 

Ms. Herrera Beutler. Thank you, Mr. Chairman, and, you 
know, I would agree with a lot of what has been said here today, 
and I think we can definitely point the blame at both parties and 
administrations over the last umpteen years. I certainly do not be- 
lieve that this President created the debt at all. And I share this, 
I share this at my Lincoln Day dinners, and every head bobs, be- 
cause we know it, it is the truth. Most Americans know what is 
happening. I think the difference is, and the reason I am here, is 
because we have to course correct. We cannot do things as we have 
always done or we are going to get the same result. 

SMALL BUSINESS LENDING FUND 

In that vein, more specifically to us, a program, and I was not 
in office when this program got put in place, I do not know if I 
would have supported ifi but it is there, and I want to see it used 
effectively. It was brought to my attention in a recent SIGTARP, 
I do not know if I am saying that right, audit. It shows a substan- 
tial number of banks use the Small Business Lending Fund to exit 
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TARP. However, other institutions, like Craft3 in my district, effec- 
tively use that Small Business Lending Fund that was created, and 
were ahle to leverage significant other dollars, and then lend it to 
small businesses in a hurting community. I guess I am interested 
in how the Treasury is going to work to ensure more institutions 
are effectively increasing lending to small businesses. And I have 
a lot of numbers here that are kind of disconcerting about folks 
who are using it to pay off things, not increasing their lending. 

Secretary Lew. Congresswoman, I read the report, and I am fa- 
miliar with the program. There have been a number of efforts over 
the last number of years to really improve the availability of lend- 
ing for small businesses. That was the purpose of the program. I 
guess a couple points. First, the statute, the law that Congress 
passed, made repayment of loans, including TARP loans, eligible. 
The purpose of the program was not for the federal government to 
micromanage the book of a local lending institution, but it is set 
up so the incentives are all to lend more. So the dividends that go 
to the institution are variable, depending on how much their profits 
are kept versus returned to the federal government. The more they 
lend, the more they keep. So it is very much set up to encourage 
lending. 

If you look at these institutions overall, tracking where the dol- 
lars went is only half of the question. The other half is, what have 
the institutions overall done? The performance in terms of lending 
to small businesses is much higher than tracking where the dollars 
in the program went, and we need to go back, and I would be 
happy to follow up on this to be able to answer in more detail, but, 
you know, the institutions have been doing more small business 
lending, even if the dollars were used partially to pay back their 
obligations under TARP. 

Ms. Herrera Beutler. And again, I was not here when they 
wrote that. 

Secretary Lew. Nor was I in this role. 

Ms. Herrera Beutler. So I am not sure all the ins and outs of 
their intent, but it is called the Small Business Lending Fund, and 
it was the only game in town there for a few years, so I have had 
a lot of small businesses say, “We cannot get anything out of it.” 
And I know that there are a good number of banks who actually 
decreased their small business lending over this last period of time 
based on the Inspector General’s report. 

Secretary Lew. I do not think that has been the general. I think 
the opposite has been more general. 

Ms. Herrera Beutler. You think that is the outlier? 

Secretary Lew. I believe so. But we should go through it in detail 
and get back to you. 

Ms. Herrera Beutler. That would be great. Thank you. 

Mr. Crenshaw. Thank you. Mr. Graves. 

INTEREST RATES 

Mr. Graves. Thank you, Mr. Chairman. Mr. Secretary, thank 
you for your time this morning. A couple of quick things. I have 
heard a lot of concerns in the financial sector about what you will 
be doing from the money supply side, easing off the increase of the 
money supply as well as what the Fed will be doing with interest 
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rates that we can all agree are artificially low and held low right 
now. What do you foresee as the exit ramp that brings everything 
back together in a more natural, free-market way of things being 
again? 

Secretary Lew. Congressman, I think I am going to say the same 
thing that all my predecessors before me have said, which is that 
the Federal Reserve Board makes decisions in this area. It is not 
an area where Treasury or the Executive Branch is the decision 
maker. 

Mr. Graves. What would be your recommendation to them? 

Secretary Lew. Well, we do not recommend policies to each other. 
I think there has been a balance between fiscal and monetary pol- 
icy that has worked very well, given the way our system works, 
each making their own decisions. 

Mr. Graves. Many experts would agree that right now the envi- 
ronment is very artificial, and, at some point, it has got to return 
to the norm, and I think there is a lot of concern at how that hap- 
pens. So I would, at some point, in the future be interested in your, 
you have mentioned a couple of times, your couple of decades of 
service and a lot of experience. We all agree with that, and so it 
is some of that experience, I think, we would rely on. 

BALANCED APPROACH 

And then quickly just to go back to the conversation earlier about 
balanced approach, and I know it has been a spirited debate about 
that today and through the election, as you mentioned, and that 
you guys won the election based on balanced approach, and yet you 
have commented that sequestration was bad policy, never intended 
to take effect. However, the President did si^ it into law, so it was 
the law of the land, which sort of implies it will take effect. And 
I think that was part of the election as well. I mean, it was in 
place, but yet, after the election, all of a sudden, no, no, no, it is 
not supposed to happen, not supposed to take effect. 

But, again, back to balanced approach, very strong claim through 
the election, balanced approach, 2 for 1, whatever it might be, all 
the formulas. But then after the election, we get to the fiscal cliff, 
and as my counterpart here has mentioned many times, my col- 
league, about the $600 billion in new taxes that you guys received 
at the beginning of the year, as well as the payroll tax that went 
up on all middle Americans, all Americans that receive a paycheck. 
Can you remind us what reductions in the size of government oc- 
curred as a result of that, and that 2-for-l balanced approach? 

Secretary Lew. Congressman, I would just remind you that in 
December, the President said he thought it was a mistake to do 
revenues only. He thought there should be spending cuts. He made 
an offer to the Speaker that had almost a trillion dollars of spend- 
ing cuts in it. This budget repeats the offer the President made to 
the Speaker, so I think you have to explain to me why the House 
and the Senate chose to do revenues only. It is not our proposal. 

Mr. Graves. The point of my question is that it was to be a bal- 
anced approach. You got tax increases. You got it. But yet today, 
you still want more tax increases, but yet are offering zero reduc- 
tions in the size of the government, saying that, no, we need more 
revenues because it is a balance. 
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Secretary Lew. No. That is not correct. 

Mr. Graves. But it was very imbalanced previously, if I remem- 
ber right. All tax increases, and, in fact, more government spend- 
ing, no reduction in the size of government or reduction in spend- 
ing whatsoever, Mr. Chairman. 

Secretary Lew. That is just not a correct description of the Presi- 
dent’s proposal. The President believed in December, he believes 
today, that we should overall do $4 trillion of deficit reduction, the 
ratio should be 2:1. 

Mr. Graves. He signed it into law. 

Secretary Lew. Of course he signed it into law. He signed it into 
law as a step along the way. In 2011, he signed into law spending 
cuts only. We may not be getting there all at once, but if you look 
cumulatively, we have done about $2.5 trillion of the $4 trillion of 
deficit reduction. We need to complete the job, and we look forward 
to working in a bipartisan way to do it in a balanced way. But $600 
billion in revenue was, at the time, only half of what we were dis- 
cussing in a balanced approach. So the fact that Congress chose to 
pull a piece of the revenue out and do it alone was not something 
that we recommended. Obviously, as a step along the way, it is 
very important to have had the rates go back to where they should 
be. 

Mr. Graves. So where are the $1.2 trillion in cuts, that 2 for 1? 
Where is that? I have not seen that proposal. 

Secretary Lew. It is in the President’s budget. I would be happy 
to send you another copy of it. 

Mr. Graves. Where was it then? 

Secretary Lew. Oh, where was it? 

Mr. Graves. Yeah. I mean, now it is part of the budget with new 
tax increases. 

Secretary Lew. No, no. 

Mr. Graves. So it is like you are double dipping again here, I 
think. 

Secretary Lew. I think the President’s position in December was 
very clear. He was negotiating with the Speaker. He had an offer 
that included, the spending reductions that I have described, in- 
cluding the CPI, including means testing Medicare. He has put 
those proposals in his budget. It is before the Congress now, and 
we would really look forward to a bipartisan discussion. 

Mr. Graves. Mr. Chairman, I know my time has expired, could 
the President show us $1.2 trillion in cuts, aside from new reve- 
nues, aside from his budget, and say this was the other half of the 
deal that I was proposing in December? 

Secretary Lew. Well, that is not what the deal in December was. 
The President has put in his budget what was the remaining por- 
tion of the proposal he made in December. And we do not think 
that the entire answer to the sequester is spending cuts. It has to 
be a balanced approach, and we would really look forward to hav- 
ing that conversation. 

Mr. Graves. Thank you, Mr. Chairman. Apparently, it has not 
been too balanced. 

Mr. Crenshaw. Well, before I recognize Mr. Diaz-Balart, I want 
to help Mr. Graves with the interest rate question, and I think you 
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can count on this, that rates will go up. They will flatten out. They 
will go down. Not necessarily in that order. 

Mr. Diaz-Balart. 


CUBA 

Mr. Diaz-Balart. Thank you, Mr. Chairman. Mr. Secretary, let 
me go hack to a discussion that we had yesterday, and I will leave 
some of this with you, if that is all right, with your staff. Yesterday 
we were talking about enforcing of sanctions, and particularly 
Cuba. And, as you all know, tourism is outright unlawful. So these 
are a couple of things that I do not think are too subject to inter- 
pretation. If you go on spring break and you go scuba-diving; if you 
go and you do water sports; if you go snorkeling; if you go to take 
a swim in the warm Caribbean waters; if you go dancing; and if 
you go on eco-tourism, I mean, the word itself says tourism, that 
is tourism. 

So I will leave with you a couple documents of an entity that is 
licensed, that that is what they talk about in their brochure. They 
also have an itinerary that ends at noon, and then after that, you 
are on your own. So, anyways, I will leave that with you, and we 
will have continued talks. You know, obviously, you have not seen 
this. But again, as you well stated, you know, your role is to en- 
force the law, and tourism is unlawful. Here are just some exam- 
ples that I think we need to kind of sit down and look at because 
there may be some that are questionable, things like this, where 
they actually talk about spring break, eco-tourism, snorkeling, bird- 
watching. But I will leave that with you, if that is all right. 

Secretary Lew. I am happy to look at it. Congressman. We had 
a long discussion on this yesterday. 

Mr. Diaz-Balart. Yeah, I know, and that is why I am not asking 
you for something because you have not seen this. But, I am say- 
ing, this is the kind of thing, however, that clearly does not even 
come close to being, you know, under the law. 

Secretary Lew. I would only say that our team at OF AC looks 
at each application and makes sure that it complies with the law. 
They review the manual, and they make sure they comply with the 
law. I am happy to look at the materials. 

Mr. Diaz-Balart. Sure. 

Secretary Lew. But I know that they are very careful about mak- 
ing sure that we comply with the law. 

Mr. Diaz-Balart. Right, Mr. Secretary. I know this does not sur- 
prise you, but nobody is infallible. And so, again, if tourism is not 
legal, eco-tourism is not legal, and if you have somebody that says 
eco-tourism on the front of their brochure, the fact that it has not 
at least, you know, tossed up a red flag leads me to believe that 
maybe, maybe, you know, but nobody is infallible. 

Secretary Lew. I will have our team take a look at that. 

decorum 

Mr. Diaz-Balart. Right, so we will sit down about that. And Mr. 
Chairman, just the last thing, and it is too bad Mr. Quigley is not 
here. I thank, by the way, I thank him for always bringing up deco- 
rum. We always have to be reminded of decorum. And you know, 
I say “my friend” Quigley. We usually say that and do not really 
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mean it. In this case, I do. He is one of the people that I really, 
really like. He is a friend, he is a personal friend, somebody that 
I greatly admire, so I appreciate that. I do want to, however, just 
with great decorum, tell the Chairman and everybody here, deco- 
rum is important, but it is also important that people stay focused 
on trying to answer questions. And I will never, ever be shy or be 
apologetic about defending the interests of the folks that I rep- 
resent who are hurting because their taxes have been increased, 
who are struggling to make ends meet. So do it with decorum, yes, 
but I will also do it aggressively. I yield back. Thank you, Mr. 
Chairman. 

Mr. Crenshaw. Thank you, and Mr. Secretary, thank you so 
much. You have been more than generous with your time. We 
know you have a challenging job in front of you, and we look for- 
ward to working with you. Thank you so much. 

Secretary Lew. Thank you, Mr. Chairman. I look forward to 
working with you. 

Mr. Crenshaw. Meeting is adjourned. 
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ID Theft and Tax Refunds 

Stealing legitimate Social Security numbers in order to fraudulently claim a tax refund 
remains a growing problem for tbe IRS. I appreciate the IRS’s efforts address ID theft, 
but IRS is still struggling to provide assistance to victims, and prevent it from happening in 
the first place. 

Question 1: Has the IRS exhausted all administrative strategies to address identity theft? 

The IRS currently has a multi-pronged strategy in place to address tax-related identity theft, 
which includes prevention and detection, victim assistance, and enforcement. The IRS 
constantly seeks to improve its efforts to prevent identity theft, and continues to identify and test 
the effectiveness of additional tools in this critical area. In addition. Treasury and the IRS issued 
proposed regulations in January 2013 that would permit certain information return fliers to use a 
Truncated Taxpayer Identification Number in lieu of a taxpayer’s Social Security number on 
payee statements that are furnished to individuals. These regulations propose to make permanent 
a pilot program established by the IRS in 2009. This administrative step should reduce 
opportunities for identity theft. 


Question 2 : Is the Office of Tax Policy studying whether the IRS needs new legislative 
authorities to curtail this type of crime? 

The President’s Budget for fiscal year 2014 contained four legislative proposals aimed at 
combating tax-related identity theft: (1) restrict access to the Death Master File, (2) extend IRS 
authority to require a truncated Social Security number on Form W-2, (3) add tax crimes to the 
list of predicate offenses for the aggravated identity theft statute, and (4) impose a civil penalty 
on tax identity theft crimes. These four proposals represent an integrated approach to identity 
theft, from attempting to decrease the incidence of the crime (for example, by making it more 
difficult for thieves to steal legitimate Social Security numbers) to increasing the consequences 
suffered by those guilty of the crime (a conviction for aggravated identity theft adds two years to 
the sentence imposed for the underlying felony). We believe Congress should enact these 
proposals. 

In addition to the proposals in the fiscal year 2014 Budget, the Office of Tax Policy continues to 
study whether additional legislative proposals would be beneficial in combating tax-related 
identity theft. 


Tax Simplification 

Earlier this month, the Acting IRS Commissioner told the Committee that the single most 
important thing that conid be done to improve taxpayer service and increase tax 
compliance is tax code simplification. 
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Question 3: Do yon agree? Is simplification a tax reform goal of the Administration? 

Yes, I agree that a simpler tax code can help to reduce taxpayer burden, increase compliance, and 
make it easier for taxpayers to interact effectively with the IRS. 

Moreover, simplification is an important tax reform goal of the Administration. The 
Administration has made this clear by including simplification as one of its basic tax reform 
principles, as shown in recent Budgets and in the President ’s Framework for Business Tax 
Reform released in 2012. 


Question 4: Would a tax code that is easy to understand and, therefore, easy to comply 
with increase voluntary compliance and decrease costs to the IRS? 

Yes, everything else being equal, a simpler tax code can help to increase voluntary compliance, 
reduce taxpayer burden, and decrease costs to the IRS of administering the tax system. A 
simpler tax system can reduce opportunities for tax evasion. That said, more than a simpler tax 
code is needed to ensure compliance with the tax rules. Information reporting, for example, 
would play an important role in ensuring compliance, even under a simpler income tax code. 


Question 5: Do you think the complexity of the tax code affects productivity and 
innovation of American businesses? 

Tax complexity affects productivity and innovation by American businesses in at least three 
different ways. First, economic resources spent either complying with or attempting to avoid or 
evade taxes, cannot be spent on other things, such as research and investment which may help 
improve productivity. Because the costs of complying with the tax code, and the opportunities to 
avoid or evade taxes, rise with the complexity of the tax system, complexity is likely to reduce 
productivity and innovation. Second, the costs of enforcing and administering the tax system are 
likely to rise with complexity, leaving fewer resources available for other purposes. In addition, 
to the extent that complexity raises the cost of administering and enforcing the tax system, the 
more complex the tax system, the higher are the taxes needed to fund any given level of 
government services. These higher taxes can distort economic choices and so reduce overall 
economic productivity. Third, tax complexity may be caused by policies intended to use tax 
incentives to promote social or economic goals. To the extent that these policies are effective in 
increasing productivity and innovation, then some complexity could help increase productivity 
and innovation. A good example is the R&E credit, which adds complexity (compared to a tax 
system without the credit) but also increases spending on productive research projects. 

Designing tax incentives to be simple, efficient, and consistent with the incentives’ objectives 
helps to reduce the complexity that is an unavoidable feature of offering the tax incentive. 


Financial Stability Oversight Council (FSOC) 
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The Financial Stability Oversight Council has the authority to implement regulations to 
address systematic risk. 

Question 6: As Chairman of the FSOC, how do you plan to use this authority? 

Question 7: What regulations is the FSOC planning to issue this year? 

Note - Response below addresses both questions 6 and 7. 

The Dodd-Frank Act provides the Council with numerous authorities and tools to mitigate 
threats to financial stability. For example, the Council is authorized to determine that a nonbank 
financial company whose failure could pose a threat to U.S. financial stability will be subject to 
supervision by the Federal Reserve Board and enhanced prudential standards. The Council can 
also designate as systemically important financial market utilities (FMUs) and payment, clearing, 
and settlement activities conducted by financial institutions, which subjects those entities to 
enhanced risk-management standards and supervision. In addition, the Council has authority 
under Section 120 of the Dodd-Frank Act to make recommendations to the primary financial 
regulatory agencies to apply new or heightened standards for a financial activity or practice that 
is conducted by bank holding companies or nonbank financial companies under their respective 
Jurisdictions if the Council determines that the conduct, scope, nature, size, scale, concentration, 
or interconnectedness of such activity or practice threatens U.S. financial stability. 

Although rulemakings were not required under Section 1 13 or 804 of the Dodd-Frank Act, the 
Council issued a rule and interpretive guidance related to determinations regarding nonbank 
financial companies and a rule related to the designation of FMUs. The Council does not 
currently anticipate publishing any rulemakings this year. 

Question 8; What is the status of the Volker Rule? 

Since the issuance of the Council’s study on the Voicker Rule in January 2011, Treasury has 
been working hard to fulfill its role pursuant to Section 619 of the Dodd-Frank Act to coordinate 
the regulations issued by the federal banking agencies, the Securities and Exchange Commission 
(SEC), and the Commodity Futures Trading Commission (CFTC) under the Voicker Rule. To 
meet this obligation. Treasury staff actively participate with the federal banking agencies and the 
SEC and CFTC in an ongoing interagency process designed to coordinate development of these 
rules. This process includes regular meetings that serve as constructive forums for the agencies 
to deliberate on key aspects of the rules. This process has resulted in the issuance of proposed 
regulations that were substantively identical, demonstrating a commitment among the agencies to 
a coordinated approach, and continues as regulators work to finalize the rules. 

Regulators are completing their review of the nearly 18,000 public comments to the proposed 
rules. Reviewing these comments takes time, and it is important for the rulemaking agencies to 
get the final product right. We take Treasury’s role as coordinator very seriously and remain 
committed to working with the rulemaking agencies to issue substantively identical final rules. 
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Question 9: What checks, if any, are on the FSOC’s regulatory authorities? 

Congress provided a number of checks on the Council’s authorities under the Dodd-Frank Act. 
For example, before the Council makes a final determination regarding a nonbank financial 
company for Federal Reserve supervision and enhanced prudential standards, the firm is entitled 
to a hearing to contest the proposed determination. In addition, if the Council makes such a final 
determination, the Dodd-Frank Act provides the firm with the right to seek judicial review of that 
determination. The statute also requires the Council to report to Congress regarding the basis for 
any final determinations and to review all determinations annually and rescind any 
determinations that no longer meet the statutory standards. Congress provided checks for the 
Council’s exercise of its other authorities as well, including a requirement to issue for public 
notice and comment any proposed recommendations pursuant to the Council’s authority under 
Section 1 20 of the Dodd-Frank Act. Additionally, Section 1 22 provides authority for GAO to 
audit the activities of the Council. 


Question 10; How does the Department ensure that the expenses of the FSOC and Office 
of Financial Research are justified, appropriate, and transparent to Congress 
and the public? 

As part of Treasury’s departmental budget process, the Council and the OFR both prepare 
separate annual budget justifications for inclusion in the President’s Budget. The Council’s rules 
of organization (bylaws) provide that the Council will adopt its annual budget upon a majority 
vote of the Council members. Additionally, these bylaws provide that the Chairperson will 
provide the Council with a report of Council expenses each year. Both the report of prior year 
expenses and the budget approved by the Council are publicly available on the Council’s website 
at www.fsoc.gov. 

The Council and the OFR also follow standard procedures defined by Treasury’s Office of 
Financial Management under the Treasury Assistant Secretary for Management, and are subject 
to periodic audits and other reviews by Treasury’s Inspector General, the Council of Inspectors 
General on Financial Oversight, and the Government Accountability Office. 


Sequestration 

The Acting IRS Commissioner testified that sequestration will result in furloughs. 
Question 11: Are other Treasury agencies planning furioughs? 

At this time we do not anticipate that any other Treasury organizations will require employee 
furloughs to meet the lower sequestration funding levels. 

Question 12: If so, which ones? If not, how is it that these other agencies were able to 
avoid furloughs? 
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Under sequestration. Treasury has found a variety of savings mechanisms, both recurring and 
one-time, to minimize the impact to employees while still achieving its mission to the extent 
possible. Contracts, travel, training, supplies, and conferences have been reduced in whole or in 
part at most Treasury bureaus. However, those reductions are not enough as many Treasury 
accounts are predominantly salaries and benefits. As a result, achieving sequestration cuts 
requires most bureaus to reduce salary costs. Bureaus have carried out hiring freezes, frozen 
overtime, and implemented the government-wide freeze on awards to limit salary-related costs. 
With the exception of IRS, reductions in labor spending other than furloughs and in non-labor 
spending are sufficient to achieve the cuts required by sequestration. 


IRS and Warrantless Searches 

The American Civil Liberties Union is convinced that the IRS conducts warrantless 
searches of people’s email. At a Senate hearing. Acting IRS Commissioner Miller testified 
that it has never been IRS policy or practice to obtain emails without a warrant. 

Question 13; If it truly has never been IRS policy or practice to obtain emails without a 
warrant, then would a Treasury Order or Directive prohibiting IRS from 
conducting warrantless searches be a restatement of IRS policy and practice? 

We agree that the IRS should not seek to review the content of email communications without a 
warrant. The IRS has issued IRS Policy Statement 4-120, which provides that the IRS will 
obtain a warrant in all cases when seeking the content of email communications from an internet 
service provider. In light of this official policy, a Treasury Order or Directive is unnecessary. 


Community Development Financial Institutions - Bond Guarantee Program 

CDFI is working on regulations to implement the Bond Guarantee program. Many of the 
beneficiaries of this program are non-profit organizations that depend on Federal 
assistance such a HUD Community Development Block Grants or Medicaid to meet their 
financial obligations. 

Other than CDFI’s own grants, the draft Bond Guarantee regulations do not limit the 
amount of Federal assistance that can be used to repay the loan. If the Federal government 
repays itself, then Bond Guarantee program acts more like an accelerated grant program 
than a loan program. 

Question 14: How can the Department ensure that the Bond Guarantee Program acts like 
a loan program and not like an accelerated grant program? 

The CDFI Fund’s Bond Guarantee Program Interim Final Rule (implementing regulation) was 
promulgated on February 6, 2013 (see 12 CFR § 1808). The regulation restricts bond proceeds 
under the CDFI Bond Guarantee Program from being used to refinance existing debt or service 
debt from other Federal credit programs (see 12 CFR § 1 808.301 and § 1 808.304). In addition, 
the regulation specifies that award funds from other CDFI Fund programs (e.g., CDFI Financial 
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and Technical Assistance, Bank Enterprise Award) cannot be used to service CDFI Bond 
Guarantee Program debt (see 12 CFR § 1808.105). Moreover, participants in other federal credit 
or grant programs may have statutory or regulatory provisions that restrict their ability to use 
such funds from one federal credit program to service debt from another federal credit program. 


The Federal Credit Reform Act requires all cash flows resulting from a loan to be included 
in a government financing account, but the draft regulations instruct the Master Servicer 
to hold cash flow from the Bond Guarantee program, such as the risk share pool, re- 
lending account, and repayments, outside of a government financing account. 

Question 15: How is this consistent with budget law? 

The Federal Credit Reform Act (FCRA) requires “all cash flows to and from the govemmenf ’ be 
included in the financing account. All the CDFI Bond Guarantee Program governmental cash 
will flow through the financing account. Some non-govemmental cash will flow through the 
Master Servicer/Trustee. None of these cash flows will circumvent the financing account 
requirement. 


Community Development Financial Institutions - Bank on USA 

For the past three years, the Administration has requested funding for the Bank on USA 
program within CDFI. No funds are requested for Bank on USA for 2014. 

Question 16: Why is that? 

Even in this difficult budget environment, Treasury realizes the importance of making certain 
that every American, particularly low-income consumers, have access to safe and affordable 
financial services. Several of Treasury’s existing programs and activities currently contribute to 
accomplishing many of the core objectives of the Bank On USA Program, such as providing 
financial literacy and other training to low-income and underserved households. These programs 
include, for example, the CDFI Program (Financial and Technical Assistance), the Bank 
Enterprise Award Program, and the Native American CDFI Assistance Program. Moreover, as 
part of the proposed $1.5 million investment in our Office of Financial Education and Access, 
we plan to better assess effective means of promoting the financial capability of Americans, 
including low income and underserved communities. In addition, the Financial Literacy and 
Education Commission member agencies devote important resources for programs that increase 
access to financial services. 


Question 17: Did the Department determine that it can proceed with program without a 
specific appropriation? 

The Bank On USA Program was authorized in Title XII of the Dodd-Frank Wall Street Reform 
and Consumer Protection Act (P.L. 1 11-203). Treasury will not be able to fully implement the 
Bank On USA Program without additional appropriations. However, we recognize the need for 


Page 6 of 38 



186 


House Committee on Appropriations Subcommittee on Financial Services and General Government 
Hearing on the Department of Treasury FY 14 Budget Request 
Questions for the Record for Treasury Secretary Jacob J. Lew 
Hearing Date: April 25, 2013 

every American to have access to safe and affordable financial services. As noted above. 
Treasury is supporting these objectives through several existing programs and activities, all of 
which can be helpful in supporting community-level financial education initiatives. 


Fiscal Service 

Encouraging agencies to use shared services seems to be an easy way for agencies — 
especially some of the smaller agencies like many of the ones in our bill — to cut down on 
duplicative administrative costs. 

Question 18; How are you working with OMB to encourage government efficiency by 
encouraging the use of shared services? 

Treasury is a strong proponent of shared services and currently provides services across several 
administrative areas, particularly human resources and financial management. In M-13-08, 
Improving Financial Systems through Shared Services, OMB outlines its financial management 
shared services policy, including a process under which the Treasury Department’s Fiscal 
Service will evaluate new agency financial management systems modernization proposals. 
Treasury will work with agencies to align their proposals with OMB’s shared services policy and 
provide recommendations to OMB on how to proceed. Once OMB approves investments. 
Treasury will continue to work agencies and guide them throughout the implementation process. 


Fiscal Service - Improper Payments / Do Not Pay 

Reducing improper payments is an important way to make sure government payments and 
awards go to the right people. 

Question 19: How has Treasury improved the Do Not Pay Portal so agencies have a one- 
stop, single entry point for departments and agencies to determine eligibility 
information prior to making a payment? 

Treasury offers secure, centralized access to several data sources within the portal, enabling 
agencies to make pre-award, pre-payment, and post-payment checks of their payments against 
death, exclusion, debt, and other eligibility data. Additionally, on an ongoing basis. Treasury 
compares payment files that agencies provide (or that are recorded in the Treasury payment 
stream) against these data sources and informs agencies of any matches so that they can 
investigate whether these individuals or entities are eligible to receive a specific payment. 


Question 20: How hard is it for agencies to get improper payments money back after it has 
been awarded? Can the Do Not Pay Center help with this? 

The longer it takes to identify an improper payment the harder it becomes to chase and collect 
any funds owed to the government. Do Not Pay assists agencies in more quickly identifying 
potentially improper payments by providing centralized access to multiple data sources and by 

Page 7 of 38 



187 


House Committee on Appropriations Subcommittee on Financial Services and General Government 
Hearing on the Department of Treasury FY 14 Budget Request 
Questions for the Record for Treasury Secretary Jacob J. Lew 
Hearing Date: April 25, 2013 

incorporating Do Not Pay matching into Treasury’s payment processes. By using these services, 
agencies can identify payments that should be stopped or recovered earlier than before Do Not 
Pay existed. 


Question 21: How many improper payments has the Do Not Pay Center stopped? 

Do Not Pay is working with federally funded programs to develop a reporting mechanism to 
allow Do Not Pay and the Office of Management and Budget to assess how agencies are using 
the results provided by the Do Not Pay Portal. The reporting mechanism will include 
transactions and associated dollars stopped or recovered. We have just started in July working 
with agencies to implement an initial reporting mechanism to implement an initial reporting 
mechanism, we have examples of where Do Not Pay has been of assistance. For example, the 
State of Florida reported a match with the Death Master File which resulted in the stopping of 
payments to a widow who had continued to receive her deceased husband’s payments totaling 
$200,000. The Department of the Interior removed 34 vendors from their payee file based on 
their first Do Not Pay report, helping to prevent future improper contract awards. 


Fiscal Service - FIT Realignment to Fiscal Service 

I see that in FY 2014 Treasury is proposing to realign the Office of Financial Innovation 
and Transformation (FIT) from Departmental Offices to the Fiscal Service. 

Question 22: Can you explain how this realignment fits in with the mission of the Fiscal 
Service? 

The mission of the Fiscal Service is to promote financial integrity and operational efficiency of 
the federal government through exceptional accounting, financing, collections, payments, and 
shared services. In addition, the vision of the Fiscal Service includes a lead role in transforming 
financial management, which directly aligns with the objectives of FIT. Placing FIT within the 
Fiscal Service will improve the planning and implementation of FlT’s initiatives by more closely 
aligning strategic direction with operational implementation. 


Fiscal Service - Spending Transparency Office for USASpending.gov 

The budget request asks for S5.5 million in FY 2014 to transfer USASpending.gov from the 
GSA to Fiscal Service. I understand the idea of this would be to use this website to publish 
more real-time data than what is currently available on USASpending.gov. 

Question 23: Can you elaborate further on the vision for this new iteration of 
USASpending.gov and how this will benefit the public? 
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Our long-term vision is to provide reliable, timely, and secure intelligent data’ for the purpose of 
promoting transparency, facilitating better decision making, and improving operational 
efficiency. To evolve USAspending.gov to a site where the public has access to meaningful data 
on federal spending, we must take steps to ensure data reliability and quality. Reliable data will 
increase the public’s trust in government-provided information and allow it to be used to make 
informed decisions about government programs and projects. Reliable data will also provide 
those with oversight responsibilities assurance that agencies and programs are accountable for 
the federal funds spent. 


Question 24; How will the Fiscal Service be able to provide more accurate and granular 
government information than is available now? 

Our proposed solution is as follows: 

• Improve the quality of financial data by: 

o Using financial data from agency financial systems, linking it to data from agency 
management systems, and then validating the financial data against existing 
authoritative Treasury data to present a complete transparency picture. 

• Improve the usability of the website by: 

o Building on the work accomplished and analysis conducted to date by GSA; 

o Gathering additional feedback from users and learn from the success of other 
websites (federal and state) 

• Leverage the financial information available within the Fiscal Service to support future 
transparency needs by following open data policies and using open source technology. 


Question 25: Is the S5.5 million a recurring cost for Fiscal Service going forward? If not, 
can you tell us how much it will cost to run this per year? 

Yes. The $5.5 million is the FY 2014 estimate based on operation of the current 
USASpending.gov website by GSA. We will assess and request funding for this website as part 
of the annual budget process. 


Question 26; How real-time will this information be? 

Our initial goal is to focus on data quality by leveraging financial data from agency financial 
systems. The data will be updated on a monthly basis and will not be real-time initially. Once 


^ Intelligent data is financial and non-financial data that is tagged with metadata. Metadata is structured information 
that describes, explains, locates, or otherwise makes it easier to retrieve, use, or manage data. Improved information 
searches and availability to query data across the government; users can query what they want and when they want 
it. 


Page 9 of 38 



189 


House Committee on Appropriations Subcommittee on Financial Services and General Government 
Hearing on the Department of Treasury FY 14 Budget Request 
Questions for the Record for Treasury Secretary Jacob J. Lew 
Hearing Date: April 25, 2013 

we accomplish our long-term vision to have data tagged at the source systems we would be able 
to make data accessible, on-demand, in a secure manner. We will move to this new environment 
in the future. 


Consumer Protection and Financial Education 

In 2011, the Office of Domestic Finance included a Deputy Assistant Secretary for 
Financial Education and a Deputy Assistant Secretary for Consumer Protection. Neither 
of these positions appears in the organization chart for the Office of Domestic Finance 
dated December 12, 2012. 

Question 27: What has become of these positions, the offices and employees that they 
oversaw, and the budgetary resources that supported these offices and 
employees? How much in budgetary resources and how many employees 
were affected? 

The Office of Consumer Policy, under the leadership of the Deputy Assistant Secretary for 
Consumer Policy, is responsible for many of the functions that were formerly supported by the 
Office of Consumer Protection and the Office of Financial Education. The role of the current 
office has resulted from several organizational changes since 201 1, as described below. 

The Office of Consumer Protection was created in 2009 to conduct analysis of consumer 
protection policy for a wide range of consumer financial services. The Office supported stand- 
up of the Consumer Financial Protection Bureau (CFPB), and it was staffed with approximately 
five personnel who were detailed to the office. Since the stand-up of the CFPB in July 2011, the 
functions performed by the Office of Consumer Protection were merged into the Office of 
Financial Education, Access, and Consumer Protection (OFEACP). 

The OFEACP’s mission included studying the role of technology and innovation in empowering 
Americans with the tools and knowledge to make informed financial decisions and to support 
families’ access to safe and responsible financial transactions, savings, and credit products. 

In February 2013, the OFEACP was renamed the Office of Consumer Policy (OCP) due to 
increased responsibilities and breadth of scope, such as chairing the Financial Literacy and 
Education Commission, and providing leadership to the Federal Interagency Task Force on 
Smart Disclosure and the President’s Advisory Council on Financial Capability. The staff in the 
Office of Financial Education and Financial Access (OFEFA) remained in the Office when it 
was renamed the OCP, which has a subordinate office, the Office of Financial Education. 
Staffing levels for these various functions have remained steady since FY 2011; OCP currently 
has ten full-time employees. 
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Question 28: How much did the Department, including the Office of Domestic Finance, 

expend on consumer protection and financial education in 2006 compared to 
2012 ? 

Domestic Finance spent $1.9 million on consumer protection and financial education activities in 
FY 2012. Prior to FY 2009, costs for consumer protection and financial education were not 
tracked. 


Treasury-wide Management and Pronrams 

Within the appropriations for Departmental Offices are Treasury-wide Management and 
Programs activities. 

Question 29: Please provide a table showing the offices included in Treasury-wide 

Management and Programs, the number of FTE within each office, and the 
budgetary resources for each office for fiscal years 2012, 2013, and 2014. 

The requested table is provided below. Please note that, starting in FY 2013, the direct program 
resources for the Office of Minority and Women Inclusion (OMWI) were transferred from the 
Treasury-Wide Management budget activity to the Administrative budget activity. The transfer 
was appropriate given that the Dodd-Frank Act required the Departmental Offices at Treasury to 
establish an OMWI. The transfer is $0,969 million (with five FTEs) in FY 2013 and $1,182 
million (with seven FTEs) in the FY 2014 request. 
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Executive Direction 

Within the appropriations for Departmental Offices are Executive Direction activities. 
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Question 30: Please provide a table showing the offices included in Executive Direction, 
the number of FTE within each office, and the budgetary resources for each 
office for fiscal years 2012, 2013, and 2014. 
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Questions for the Record - Congressman Jo Bonner (R-AL) 

Financial Stability Oversight Council 

As the Secretary of the Treasury and Chairman of the Financial Stability Oversight 
Council, you hold signiflcant authority and responsibility to identify and mitigate threats to 
the stability of the U.S. financial system. The tools that Congress bestowed on the Council 
are mighty, and the consequences of using those tools can have a tremendous impact to the 
capital markets and financial system with lasting and irreversible consequences. 
Accordingly, it is incumbent on the Council to exercise discretion and use these tools only 
when all other alternatives have been exhausted. 

Section 113 of Dodd-Frank provides the Council the authority to “designate” non-bank 
financial companies as Systemically Important Financial Institutions (SIFIs) subject to 
enhanced prudential standards and heightened supervision by the Board of Governors of 
the Federal Reserve. In its rulemaking last year, the FSOC issued guidance on the process 
it intends to follow for designation. However, the Federal Reserve has yet to finalize its 
rules on enhanced prudential standards, despite having a proposal out since 2011. 

Question 1: If it has not yet been determined what the consequences of designation are, 
how would you justify moving forward with SIFI designations of non-bank 
financial companies if you don’t know whether designation will achieve the 
intended purpose? 

Various rulemakings under the Dodd-Frank Act are being conducted by the Federal Reserve and 
other regulators at the same time as the Council’s designations process. The Council’s ongoing 
collaboration with regulators, including the Federal Reserve Board, will foster consistency 
between the designations process and those rules. The Council does not believe it is necessary or 
appropriate to postpone the evaluation of companies for potential designation until these other 
regulatory actions are completed. These rulemakings are not essential to the Council’s 
consideration of whether a nonbank financial company could pose a threat to U.S. financial 
stability, and the Council has the statutory authority to proceed with determinations prior to the 
adoption of such rules. 

Question 2: While the Council may have members or non-voting members with 
“insurance expertise” from a regulatory perspective, has any Council 
member or staff ever actually worked at an insurance company? 

Question 3: Has any Council member or staff ever worked an asset management firm 
like a mutual fund or a hedge fund? 

Question 4: If not, what qualifications do you have to assess whether or not designation is 
the appropriate path, and how are you confident that the impact of 
designation itself won’t create new risk or put taxpayers at greater risk? 

Note: Response below addresses questions 2-4. 
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Council members and their agencies and staffs bring diverse backgrounds and significant 
expertise to the Council’s work, including staff members who have worked for insurance 
companies and in other parts of the financial industry. 


Section 165 of Dodd Frank directs the Federal Reserve to promulgate rules on enhanced 
prudential standards for large bank holding companies and non-bank systemically 
important financial institutions (“SIFIs”). The proposal the Fed released in 2011 are very 
bank-centric regulatory requirements such as capital on non-bank SIFIs. 

Question 5: Do you believe that transforming non-bank SIFIs into banks through 

designation and homogenizing the capital markets make the financial system 
safer? 

The Dodd-Frank Act provides that the Council may determine that a nonbank financial company 
shall be subject to Federal Reserve supervision and enhanced prudential standards if the Council 
determines that a eompany’s material financial distress, or activities, could pose a threat to U.S. 
financial stability. A nonbank financial company that is subject to a Council determination will 
be subjeet to enhaneed prudential standards established by the Federal Reserve Board under 
Section 165 of the Dodd-Frank Act. Section 165 expressly permits the Federal Reserve to take 
into account differences among nonbank financial companies when prescribing these prudential 
standards. We expect that the Federal Reserve would consider this discretionary authority while 
finalizing its rulemaking. 


Although the Fed reserves the right to tailor the regulations after designation on case by 
case basis, there are no ciear ruies of the road for FSOC in determining whether 
designation is appropriate and for potential non-bank SIFIs in ensuring that they enter 
into “systemic risk” territory. 

Businesses need ciear ruies of the road, and so Dodd-Frank aiso inciuded Section 170 that 
grants a safe harbor from designation. Yet, these reguiations have yet to be proposed. 

Question 6: When does the council intend to issue these safe harbor regulations? 

Under Section 170, the Federal Reserve Board is required to promulgate certain regulations on 
behalf of, and in consultation with, the Council. The Council will consider any regulations 
proposed to be issued by the Federal Reserve Board under this provision. 


Section 120 of Dodd-Frank authorizes the Council to make recommendations to the 
primary reguiator on an issue for enhanced reguiation. Most recentiy, the Councii 
proposed to exercise this authority on money market mutuai fund reform while the SEC is 
stiii activeiy working on the issue. 

Question 7: What parameters or threshold do you intend to appiy in situations such as 
this in determining whether or not for the Councii to intervene? 
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Question 8; How would those parameters be employed with joint rulemakings when 

regulators may be unable or unwilling to agree to one flnal rule, such as has 
been reported with the Voicker Rule? 

Note: Response below addresses questions 7 arui 8. 

Section 120 of the Dodd-Frank Wall Street Reform and Consumer Protection Act sets forth the 
standard for Council recommendations to primary financial regulatory agencies regarding 
financial activities and practices. Under Section 1 20, if the Council determines that the conduct, 
scope, nature, size, scale, concentration, or interconnectedness of a financial activity or practice 
conducted by bank holding companies or nonbank financial companies could create or increase 
the risk of significant liquidity, credit, or other problems spreading among bank holding 
companies and nonbank financial companies, U.S. financial markets, or low-income, minority, 
or underserved communities, the Council may issue recommendations to the relevant primary 
financial regulatory agencies to apply new or heightened standards or safeguards. 

As discussed in the Council’s Proposed Recommendations Regarding Money Market Mutual 
Fund (MMF) Reform, the conduct and nature of MMFs’ activities and practices make MMFs 
vulnerable to destabilizing runs, which may spread quickly among funds, impairing liquidity 
broadly and curtailing the availability of short-term credit. Because of the size, scale, 
concentration, and interconnectedness of MMFs’ activities, the liquidity pressures on the MMF 
industry resulting from a run can cause this stress to propagate rapidly throughout the financial 
system and to the broader economy. 

If the SEC moves forward with meaningful structural reforms of MMFs that adequately address 
the Council’s systemic stability concerns before the Council completes its Section 120 process, 
the Council expects that it would not issue a final Section 120 recommendation to the SEC. 


Corporate End Users 

Corporate End Users, those who hedge underlying commercial risk using derivatives, have 
a number of concerns about how the implementation of Title VTI is unfolding. 

Margin 

Question 9: Do you agree with Chairman Bernanke that End User swaps, used to hedge 
risk, do not pose any appreciable risk to the financial system? 

The Dodd-Frank Act requires the regulators to set capital and margin requirements for swap 
dealers and major swap participants with respect to swaps that are not cleared by a registered 
derivatives clearing organization. The Dodd-Frank Act further requires that such capital and 
margin requirements shall be appropriate for the risk associated with the non-cleared swaps. 
Commercial end-users who are hedging commercial risk generally do not pose the same level of 
risk to the system as other participants in the swaps market. 

The CFTC and SEC proposed rules that would not impose margin requirements on non-cleared 
swaps entered into with a non-financial end-user. Under the proposals, non-bank swap dealers 
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and major swap participants would be required to establish credit support agreements with the 
non-fmancial counterparty that cover credit risk terms and conditions. 

The prudential banking regulators Jointly proposed and reopened rules that would require bank 
swap dealers and major swap participants to establish credit thresholds above which margin 
would have to be posted by non-fmancial end-users. Under guidance currently being developed, 
non-fmancial end-users would only have to post margin if their non-cleared swap exposures 
were more than $50 million. 


Question 10: If so, do you support legislation to create a clear End User exemption from 
regulatory margin requirements? 

We should allow the regulators to complete their ongoing rulemakings, and provide ample time 
to evaluate the effects of regulatory reform. This period of time will help us determine what 
changes, if any, might be necessary in certain areas to improve the effectiveness of these 
reforms. 

In this instance, legislation is premature and would be disruptive and harmful to the overall 
implementation of key reforms. 


Affiliate Swaps 

Despite the very clear intent of Congress to create this exemption in Dodd Frank, 
apparently the statute is ambiguous, because the CFTC and the Fed have taken very 
different approaches to implementation. Chairman Bernanke says an exemption is only 
achievable through legislation and does not oppose the fix. 

Many End User companies use a centralized hedging unit to execute all of its swaps. A 
central hedging unit can net down company-wide exposures, reducing the company’s 
overall risk profile, and can use its scale to get better pricing for its swaps in the 
market. This means a swap transaction often has two legs - the market-facing transaction 
to lay off the risk, and the corresponding transaction between the hedging unit and the 
corporate unit that requested the hedge. This second leg — the so called inter affiliate 
transaction is completely internal to the company. 

Question 11: Do you agree that these inter-affiliate transactions do not create any systemic 
risk because they are purely internal? 

The Dodd-Frank Act reforms regarding over-the-counter (OTC) derivatives, including clearing, 
exchange-trading, and margin requirements, do not provide any exceptions for transactions 
between affiliated entities. 

However, the CFTC has made distinctions in the treatment of inter-affiliate swaps in the 
following rulemakings: 

• The joint CFTC/SEC final entity definitions exclude swaps between counterparties that 
are majority-owned affiliates, as well as swaps between a cooperative and its members, 
for the purposes of determining whether an entity is or is not a swap dealer. 
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• The CFTC has adopted final rules that exempt certain inter-affiliate swaps from the 
mandatory clearing requirement as well as from posting margin. 

• The CFTC’s final public real-time reporting rules exclude inter-affiliate swaps from the 
definition of a “publicly reportable swap transaction” because the CFTC determined there 
was no price discovery value to reporting inter-affiliate swaps. 


Question 12: If so, do you support legislation to create an exemption from margin and 
clearing for these transactions? 

The CFTC continues to address the treatment of inter-affiliate swaps in its rulemakings, and is 
committed to providing clarity and treating inter-affiliate swaps appropriately. 

We should allow the regulators to complete their ongoing rulemakings, and provide ample time 
to evaluate the effects of regulatory reform. Taking up piecemeal legislation at this time is 
premature and would be disruptive and harmful to the implementation of key reforms. 


Office of Financial Research 

The Office of Financial Research (OFR), an entity of the Treasury Department, has wide 
ranging authority to collect information from businesses, study that information, and make 
a notification if there is a systemic risk to our economy. Additionally, OFR is tasked with 
streamlining data requests amongst the financial regulators to eliminate duplicative data 
requests. OFR is funded through a non-appropriated assessment and is allowed to invest 
any surplus proceeds that it may have. 


Question 13: Did OFR analyze the Euro zone crisis; was any determination made if the 
crisis posed a systemic risk to the United States and should Congress have 
been notified? 

The Office of Financial Research (OFR) has expressed a view that the euro area sovereign debt 
crisis could pose a risk to the U.S. financial system (sec the OFR 2012 annual report).^ Though 
external threats appear to have decreased over the past year, they remain a risk to U.S. financial 
stability and economic activity. Recent developments in Italy and Cyprus serve as a reminder 
that the euro area continues to be a source of shocks and vulnerabilities. Renewed stress could 
arise due to missed fiscal or structural reform targets and adverse political developments. Delays 
in financial, economic, and fiscal integration could make it difficult to reverse large intra-euro 
area economic disparities and leave the region vulnerable to new shocks over an extended period 
of time. Sustained economic weakness is also a possible source of renewed stress. In addition to 


“ httD://www.treasurv.gov/initiatives/wsr/ofr/Documents/AnalvzinB-Threats-lo-Financial-Stabilitv.pdf (discussion 
begins on page 24). 
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publication of its annual report, the OFR routinely communicates with Congressional offices and 
committees, and OFR officials provide testimony before Congress when requested. 


Question 14: What progress has OFR made in streamlining and coordinating data 
requests to reduce duplicative burdens and costs to the economy? 

Question IS: If OFR has not started this process when will it? 

Note: Response below addresses questions 14 and 15. 

Under Section 1 54 of the Dodd-Frank Act, the OFR may only collect data necessary to achieve 
its mission and is required by statute to mitigate the data-reporting burden and reduce 
duplication. Specifically, before collecting data, the OFR must coordinate with other financial 
regulators to determine that such data do not already exist. In addition, the OFR is collaborating 
with Council member organizations to assess data gaps and set data collection priorities across 
the Council. 

The OFR has pursued its financial stability monitoring and research agenda with data from other 
financial regulatory agencies and private financial data collection firms through memoranda of 
understanding and secure data sharing arrangements. These include money market fund data 
from the Securities and Exchange Commission (SEC) that the SEC collects with Form N-MFP, 
credit default swap information from the Depository Trust & Clearing Corporation (DTCC), and 
with data purchased from commercial vendors. To reduce duplication, through FSOC’s Data 
Committee, OFR is finalizing a formal framework for consultation and coordination with 
member agencies to ensure that any OFR data request is not duplicative and the data is not 
already collected by another member agency. Finally, the OFR is working through FSOC’s Data 
Committee to find opportunities for data sharing to reduce duplicative reporting burden among 
member agencies. For example, the OFR has nearly finished its inventory of data purchased and 
collected by FSOC member agencies. The inventory is shared with member agencies through 
the Data Committee to help members and the Data Committee find opportunities to mitigate 
reporting burden, pointing out areas where duplication might exist. 


Question 16: How will OFR invest its surplus funds? What criteria will he used for such 
investment? Do you support bringing OFR back into the appropriations 
process? 

By statute, resources available but not required to meet the current needs of the OFR may be 
invested in obligations of the United States with maturities suitable to the needs of the Financial 
Research Fund. Any such investments will be made in accordance with the Department of the 
Treasury Operating Circular: Responsibilities Relating to Government Investment Accounts and 
Investment in Government Account Series Treasury Securities. The circular is available at 
http://treasurvdirect.eov/govt/aPDs/fip/librarv/librarv opcirc.odf . 

Maturity dates, interest rates, projected expenditure timelines, and assessment dates will be the 
primary factors considered in determining which Treasury securities to utilize. 
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The Dodd-Frank Act specified that the Federal Reserve would fund the OFR for two years. 
Following that two-year period, the Act directs the OFR to obtain funding through assessments 
from large bank holding companies and financial companies designated by the Council for 
heightened supervision by the Federal Reserve. This funding source provides for steady and 
predictable funding for the OFR to carry out its mission, including supporting the Council and 
the public by conducting and sponsoring research, monitoring threats to financial stability, and 
standardizing and gathering data in support of these responsibilities. We would not support a 
change in this funding structure. 


With the amount of confidential proprietary business data that OFR is collecting it is an 
attractive target for America’s enemies to launch cyber attacks. 

Question 17: What steps for cyber security is OFR employing? 

Information security is a core component of the OFR mission. OFR’s Chief Information 
Security Officer and his staff head these efforts, building best practices in the Treasury 
Department and financial regulatory agencies. As part of the Department of the Treasury, the 
OFR already has a strong security posture and operates on a Certified and Accredited network. 
All data received by the OFR is categorized in accordance with an internal data classification 
procedure which is based on Federal Information Processing Standard (FIPS) 1 99 and other 
models developed by federal financial agencies. This classification process determines 
applicable security controls and other proteetion requirements for each dataset. Throughout the 
data acquisition process, OFR staff work closely with each data provider to address any unique 
security concerns. 

OFR’s Information Security Program is based on a continuous-monitoring approach which 
employs a model of continuous assessment to help determine if deployed security controls are 
implemented and functioning as intended. The model enables OFR to take proactive security 
measures to detect and respond to potential anomalous activity including potential attacks and 
unauthorized access. Additionally, all OFR employees, as Treasury employees, are required to 
participate in annual cybersecurity training. 


Extra-territorial Laws and Re£ulations 

Extra-territorial application of regulations and laws are threatening the ties that bind the 
global economy together. Recently, France and 10 other nations have imposed a financial 
transactions tax on the sale of certain securities and debt instruments. The United States 
has declined to impose a similar tax and in fact the Johnson Administration eliminated this 
tax in 1965. However, the French want to tax the sale of ADR’s (French company stock) 
sold in the United States. 

Question 18: Can the French collect taxes on financial transactions in the United States? 

The French financial transactions tax has only recently been imposed, and at this early stage, we 
do not yet have full information about France’s plans for tax collection procedures. However, 
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press reports suggest that traders are attempting to find ways to avoid the French financial 
transactions tax by using derivatives, such as contracts for differences. This may be an 
indication of the difficulties of collecting the tax going forward as a general matter. While we 
are continuing to analyze the full proposal for an EU financial transactions tax. Treasury does not 
support the proposal. We have raised these concerns with our European counterparts. 


Question 19: Will the U.S. Treasury Department assist the French in the collection of this 
tax on U.S. financial transactions? 

The United States provides assistance to other countries in the collection of their taxes if such an 
obligation exists pursuant to a bilateral income tax treaty. The 1994 bilateral income tax treaty 
between the United States and France contains provisions that obligate France and the United 
States to assist each other in tax collection. However, the obligation is only with respect to 
income taxes (and in the case of France, the wealth tax). Accordingly, Treasury believes that the 
United States has no obligation under the tax treaty to assist France in the collection of the 
financial transactions tax. 


Basel III Regulations 

You have mentioned concerns with the application of Basel III accounting rules to small 
and community banks in the U.S. 

Question 20: What concerns do you have, specifically, and have you shared these concerns 
with reguiators? 

Treasury favors strengthening of the capital of banks by adopting the Basel 111 standards agreed 
upon by the United States and other countries, and believes that the final rules issued on July 2 
by the federal banking agencies and implementing Basel III achieve this objective. These final 
rules reflect the comments received about the effect of the proposed rules on smaller institutions 
and include provisions to address concerns Treasury may have had to achieve the balance of 
safety and soundness and provision of credit to the real economy. 


Question 21: Should small and community banks be exempt from these rules? 

Treasury shares the objective of the independent federal banking agencies to adopt capital rules 
requiring banks of all sizes to have a sufficiently high quality and quantity of capital in order to 
weather periods of financial stress and continue to provide essential banking services to their 
communities. Our work and participation in the Basel process gives us the opportunity to 
promote strong prudential standards globally. The banking regulators, in implementing those 
standards, also seek to take account of the risk exposures, capabilities, and resources of small and 
community banks. Treasury respects the federal banking agencies’ independent rulemaking 
process, and appreciates that the banking agencies considered the comments submitted by banks 
before implementing a final rule that is appropriately tailored to banks of all sizes, including 
community banks. 
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Question 22: At what size threshold should banks be exempt? 

Treasury defers to the judgment of the federal banking agencies in conducting their independent 
Basel in rulemakings and revising the capital standards applicable to community banks. The 
appropriate threshold for an exemption is heavily dependent on the specific requirement. 


The United States is unique in that our financial system is composed of thousands of small 
and community banks along with some of the large, systemically significant banks which 
are the target of Basel III. Banks of vastly different sizes and purposes call for 
differentiated regulatory approaches and structures. 

Question 23: Why are we even considering a one size fits all approach? 

Treasury agrees with your description of the highly decentralized and diverse U.S. banking 
sector. Further, Treasury supports a differentiated regulatory approach to the extent permissible 
and appropriate, and appreciates that the independent federal banking agencies carefully 
considered the large number of comment letters submitted by banks of all sizes before issuing 
Basel-related capital rules. We also believe that the independent federal banking agencies are 
considering fully the adoption of capital rules that are appropriately differentiated based on 
careful review of the large number of comment letters submitted by banks of all sizes. 
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Questions for the Record - Congressman Mario Diaz-Balart (R-FL> 


Derivatives 

It has been publically reported that some US market derivative/swap participants lost 
business last fall when their foreign parties or previous partners stopped transacting swaps 
with them for a period of time. 

The reason for this disruption was a lack of clarity on the overseas reach of the current 
cross-border swaps/ derivatives rules and if foreign parties or partners would have to 
follow them if they transact with US firms’ overseas operations. 

Question 1: How do you intend to prevent a similar disruption in advance of the cross 
border guidance and exemptive order expiring this summer in July, 2013? 

It is important to remember that our regulators are still considering the final rules for cross- 
border swaps, so these proposals may change as the CFTC and SEC consider their final 
guidance. 

Treasury does not have a formal role in the rulemaking process but understands the importance 
of cross-border rules that are in harmony with international approaches. Treasury will continue 
to support the CFTC and SEC as the agencies coordinate domestically and with their 
international counterparts. 


Recently, several overseas Finance ministers wrote to you raising concerns with the lack of 
harmonization with other countries in the derivatives/swaps reforms urging that there be a 
more measured approach to the overseas reach of the rules. 

This significant statement comes at a time when the CFTC is working on a proposal that 
would be effective July 12 - absent finalized rules in other jurisdictions ~ essentially export 
US rules to companies transacting in other markets. 

Question 2: As there are Dodd Frank entity level rules in effect, as well as heightened 
capital requirements and other protections in place for the largest US 
dealers, doesn’t it make more sense to allow for the £U to finalize their rules 
in the next 6-9 months rather than act unilaterally this summer?” 

Our regulators are still considering the parameters for eross-border application of the 
requirements under Title VII of the Dodd-Frank Act. Meanwhile, authorities around the globe 
are working to implement the G-20 Leaders’ commitments to robust financial regulatory reform. 

Treasury actively supports the work of U.S. regulators through international fora such as the G- 
20 and the Financial Stability Board to build a global regulatory framework, including in areas 
such as capital standards and derivatives regulation, so that markets remain competitive and 
accessible. We are also actively engaged with our counterparts around the globe through 
bilateral financial dialogues with the EC, Japan, China, India, Singapore, and Canada, among 
others. 
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While there may be some difference in timing due to the complexities of legislative and 
regulatory processes both here and abroad, it is important to remember that the United States 
currently leads the world in the implementation of vital derivatives rules designed to shed light 
on derivatives markets and mitigate systemic risk. This leadership inevitably invites criticism 
but it also serves to encourage other jurisdictions to adopt strong reforms. The United States is 
working closely with our international counterparts to develop approaches that will lead to 
consistently rigorous outcomes and an international level playing field. 

Ultimately, we are moving ahead with financial regulatory reform because it is good for the 
United States and will result in financial markets that are stronger, more resilient, and more 
competitive. 
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Questions for the Record - Congressman Kevin Yoder (R-KY) 

Brown-Vitter Bill 

As you are no doubt aware, Senators Vitter and Brown recently introduced a proposal that 
would dramatically alter the capital standards of our banking system. Their proposal 
would exempt all financial institutions based in the United States from adhering to the 
Basel III international accords and would subject banks over S500 billion in total assets 
with a new 15 percent capital requirement and banks over $50 billion in total assets with a 
new 8 percent capital requirement. 

Question 1; Based on your initial review of this legislation, could you please share your 
views on the benefits and costs of this sort of approach? 

This bill would generally shift the emphasis of prudential capital standards away from risk-based 
capital toward leverage restrictions. A leverage-based capital measure has the advantage of 
being simple, less burdensome for compliance purposes, and less susceptible to risk-weight 
optimization “gaming.” However, firms may respond to a leverage ratio-based capital regime 
with excessive risk-taking if the standards are not balanced with risk-based requirements and 
other regulatory standards. Legislation prohibiting further implementation of Basel III would 
eliminate one of the major risk-based capital regimes being implemented globally today, which 
regime also enables us to promote stronger capital requirements globally. 


Question 2; Is Congress equipped to determine appropriate levels of capital? 

Congress has generally relied upon prudential regulators to set capital standards for banking 
organizations and other financial institutions in the past, including most recently in the Dodd- 
Frank Act. This reliance has generally been based upon the view, which we think is appropriate, 
that regulators with detailed knowledge of the industry, institutions and markets, would be the 
appropriate standard setters for capital levels. In addition, the administrative process also creates 
opportunity for notice and comment which results in a regulatory system better attuned to the 
needs of the financial system. Capital regulation is something that often needs to be agile to 
respond to changes in market conditions and emerging business practices in the financial sectors. 
The regulatory realm is better suited to respond to such changes. 


Question 3: What would an abandonment of the Basel 111 accord do to your ability to 
negotiate future international agreements? 

This provision would prevent the United States from meeting its international commitments, 
which could result in diplomatic criticism. In addition, it may prompt other jurisdictions to 
reduce their efforts for robust financial institutions regulation, possibly resulting in an uneven 
playing field or increasing risk to the U.S. economic and financial system from events abroad. 
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Question 4: And finally, what would the adoption of this proposal mean for the future 
success of our financial system and our economy? 

Any attempt to assess the future impact of proposed legislation is a humbling exercise. It is 
difficult to predict precisely how banking behavior would change in response to these 
requirements. Relevant questions include the effects on the extension of bank credit to the 
economy and the effects on the risk taking incentives for firms to meet investor return targets 
among others. Current Dodd-Frank implementation efforts focus on constraining risky behavior, 
eliminating too big to fail, limiting interconnectedness, promoting stronger capital requirements, 
and mitigating systemic risk, objectives similar to those Brown-Vitter attempts to address. It is 
important that we fully implement the Dodd-Frank Act to address these critical issues. 


Treasury Follow-up regarding GSE Reform 

Question 5; Does the Administration plan on following it up its February 2011 white 
paper on GSE reform with specific proposals for GSE reform? 

The Administration is committed to a sustainable housing-finance system that does not allow the 
GSEs to return to their previous form, where private gains were allowed at the expense of 
taxpayer losses. Any future system must also protect taxpayers and financial stability, promote 
private capital taking on more mortgage credit risk in a responsible way, and meet the needs of 
our nation’s rental population. At the same time, we must preserve access to credit for American 
families, including long-term fixed-rate mortgages, and better target government support for 
low- and moderate-income Americans, including the development of affordable rental options. 
Our housing finance system must also include stronger and clearer consumer protections and 
must establish a level playing field for all participating institutions. 


Question 6: Is this a priority or do you intend on leaving them in limbo for the rest of 
your term? 

It is critically important that we move ahead with reforming the housing finance market and 
winding down Fannie Mae and Freddie Mac. Creating a more stable and sustainable housing 
finance market is an important priority of this Administration and I look forward to continue 
working on this issue with Congress. 


FSOC - Financial Stability Oversight Council 

As the Secretary of the Treasury and Chairman of the Financial Stability Oversight 
Council, you hold significant authority and responsibility to identify and mitigate threats to 
the stability of the U.S. financial system. 

The tools that Congress bestowed on the FSOC are mighty, and the consequences of using 
those tools can have a tremendous impact to the capital markets and financial system with 


Page 26 of 38 




206 


House Committee on Appropriations Subcommittee on Financial Services and General Government 
Hearing on the Department cf Treasury FY 14 Budget Request 
Questions for the Record for Treasury Secretary Jacob J. Lew 
Hearing Date: April 25, 2013 

lastiRg aRd irreversible coRsequeRces. AccordiRgly, it is iRCURibeRt or the CouRcil to 
exercise discretioR aRd use these tools ORly wheu all other alteroatives have becR exhausted. 


FSOC/SIFIs/Designating Non-Bank Financial Companies for Heightened Regulation and 
Supervision 

SectioR 113 of Dodd-FraRk gives the FSOC the authority to “desiguate” uou-bauk fiRaucial 
coRipauies as Systeuiically luiportaut Fiuaocial lustitutious (SIFIs) subject to eohauced 
prudeutial staudards aud heighteued supervisioR by the Board of Governors of the Federal 
Reserve. 

Ir its rulcRiakiRg last year, the FSOC issued guidauce or the process it ioteuds to follow for 
desiguatioR. However, the Federal Reserve has yet to fiRalize its rules or euhaRced 
prudCRtial staudards, despite having a proposal out since 2011. 

Question 7; If you have not determined what the consequences of designation are, how 
would you justify moving forward with SlFl designations of non-bank 
financial companies if you don’t know whether designation will achieve the 
intended purpose? 

Various rulemakings under Dodd-Frank are being conducted by the regulators at the same time 
as the Council’s designations process. The Council’s ongoing collaboration with regulators, 
including the Federal Reserve Board, will foster consistency between the designations process 
and those rules. The Council does not believe it is necessary or appropriate to postpone the 
evaluation of companies for potential designation until these other regulatory actions are 
completed. These rulemakings are not essential to the Council’s consideration of whether a 
nonbank financial company could pose a threat to U.S. financial stability, and the Council has 
the statutory authority to proceed with determinations prior to the adoption of such rules. 


Lack of Insurance Expertise at FSOC 

Question 8; While the Council may have members or non-voting members with 
“insurance expertise” from a regulatory perspective, has any Council 
member or staff ever actually worked at an insurance company? 

Question 9; What about at an asset management firm like a mutual fund or a hedge 
fund? 

Question 10: If not, what qualifications do you all to assess whether or not designation is 
the appropriate path, and how are you confident that the impact of 
designation itself won’t create new risk or put taxpayers at greater risk? 

Note: Response below addresses questions 8-10. 

Council members and their agencies and staffs bring diverse backgrounds and significant 

expertise to the Council’s work, including staff members who have worked for insurance 

companies and in other parts of the financial industry. 
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The proposal the Fed released in 2011 are very bank-centric regulatory requirements such 
as capital on non-bank SIFIs. 

Question 11: Do you believe that transforming non-bank SIFIs into banks through 

designation and homogenizing the capital markets make the financial system 
safer? 

The Dodd-Frank Act provides that the Council may determine that a nonbank financial company 
shall be subject to Federal Reserve supervision and enhanced prudential standards if the Council 
determines that a company’s material financial distress, or activities, could pose a threat to U.S. 
financial stability. A nonbank financial company that is subject to a Council determination will 
be subject to enhanced prudential standards established by the Federal Reserve Board under 
Section 165 of the Dodd-Frank Act. Section 165 expressly permits the Federal Reserve to take 
into account differences among nonbank financial companies when prescribing these prudential 
standards. We expect that the Federal Reserve would consider this discretionary authority while 
finalizing its rulemaking. 


FSOC Safe Harbor from SIFT designation 

Businesses need clear rules of the road, and so Dodd-Frank also included Section 170 that 
grants a safe harbor from designation. Yet, these regulations have yet to be proposed. 

Question 12: When does the FSOC intend to issue these safe harbor regulations? 

Under Section 170, the Federal Reserve Board is required to promulgate certain regulations on 
behalf of, and in consultation with, the Council. The Council will consider any regulations 
proposed to be issued by the Federal Reserve Board under this provision. 


Money Market Funds 

Section 120 of Dodd-Frank authorizes the FSOC to make recommendations to the primary 
regulator on an issue for enhanced regulation. Most recently, the Couneil proposed to 
exereise this authority on money market mutual fund reform while the SEC is still aetively 
working on the issue. 

Question 13: What parameters or threshold do you intend to use to determine whether or 
not the FSOC will intervene? 

Question 14: How would those parameters be employed with joint rulemakings when 

regulators may be unable or unwilling to agree to one final rule, such as the 
Volcker Rule? 

Note: Response below addresses questions 13 and 14. 

Section 120 of the Dodd-Frank Wall Street Reform and Consumer Protection Act sets forth the 
standard for Council recommendations to primary financial regulatory agencies regarding 
financial activities and practices. Under Section 120, if the Council determines that the conduct. 
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scope, nature, size, scale, concentration, or interconnectedness of a financial activity or practice 
conducted by bank holding companies or nonbank financial companies could create or increase 
the risk of significant liquidity, credit, or other problems spreading among bank holding 
companies and nonbank financial companies, U.S. financial markets, or low-income, minority, 
or underserved communities, the Council may issue recommendations to the relevant primary 
financial regulatory agencies to apply new or heightened standards or safeguards. 

As discussed in the Council’s Proposed Recommendations Regarding Money Market Mutual 
Fund (MMF) Reform, the conduct and nature of MMFs’ activities and practices make MMFs 
vulnerable to destabilizing runs, which may spread quickly among funds, impairing liquidity 
broadly and curtailing the availability of short-term credit. Because of the size, scale, 
concentration, and interconnectedness of MMFs’ activities, the liquidity pressures on the MMF 
industry resulting from a run can cause this stress to propagate rapidly throughout the financial 
system and to the broader economy. 

If the SEC moves forward with meaningful structural reforms of MMFs before the Council 
completes its Section 120 process, the Council expects that it would not issue a final Section 120 
recommendation to the SEC. 


Exempting Corporate End Users from Margin 

Corporate End Users, who hedge underlying commercial risk using derivatives, have a 
number of concerns about how the implementation of Title VII is unfolding. Despite the 
very clear intent of Congress to create an “end-user exemption” to margin requirements in 
Dodd Frank, apparently the statue is ambiguous because the CFTC and the Fed have taken 
very different approaches to implementation. Chairman Bernanke says an end-user 
exemption to margin requirements is only achievable through legislation and he does not 
oppose the fix. 

Question 15: Do you agree with Chairman Bernanke that End User swaps used to hedge 
risk do not pose any appreciable risk to the financial system? 

The Dodd-Frank Act requires the regulators to set capital and margin requirements for swap 
dealers and major swap participants with respect to swaps that are not cleared by a registered 
derivatives clearing organization. The Dodd-Frank Act further requires that capital and margin 
requirements shall be appropriate for the risk associated with the non-cleared swaps. 

Commercial end-users who are hedging commercial risk generally do not pose the same level of 
risk to the system as other participants in the swaps market. 

The CFTC and SEC proposed rules that would not impose margin requirements on non-cleared 
swaps entered into with a non-financial end-user. Under the proposals, non-bank swap dealers 
and major swap participants would be required to establish credit support agreements with the 
non-financial counterparty that cover credit risk terms and conditions. 

The prudential banking regulators jointly proposed and reopened rules that would require bank 
swap dealers and major swap participants to establish credit thresholds above which margin 
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would have to be posted by non-fmancia! end-users. Under guidance currently being developed, 
non-financial end-users would only have to post margin if their non-cleared swap exposures 
were more than $50 million. The CFTC, the SEC, and the prudential regulators should be 
permitted to continue their work through the public comment and rulemaking process. 


Question 16: If so, do you support legislation to create a clear End User exemption from 
regulatory margin requirements? 

We should allow the regulators to complete their ongoing rulemakings, and provide ample time 
to evaluate the effects of regulatory reform. This period of time will help us determine what 
changes, if any, might be necessary in certain areas to improve the effectiveness of these 
reforms. 

In this instance, legislation is premature and would be disruptive and harmful to the overall 
implementation of key reforms. 


Affiliate Swaps 

Many End User companies use a centralized hedging unit to execute all of its swaps. A 
central hedging unit can net down company-wide exposures, reducing the company’s 
overall risk profile, and can use its scale to get better pricing for its swaps in the 
market. This means a swap transaction often has two legs - the market-facing transaction 
to lay off the risk, and the corresponding transaction between the hedging unit and the 
corporate unit that requested the hedge. This second leg - the so called inter affiliate 
transaction is completely internal to the company. 

Question 17; Do you agree that these inter-affiliate transactions do not create any systemic 
risk because they are purely internal? 

The Dodd-Frank Act reforms regarding over-the-counter (OTC) derivatives, including clearing, 
exchange-trading, and margin requirements, do not provide any exceptions for transactions 
between affiliated entities. 

Flowever, the CFTC has made distinctions in the treatment of inter-affiliate swaps in the 
following rulemakings; 

• The joint CFTC/SEC final entity definitions exclude swaps between counterparties that 
are majority-owned affiliates, as well as swaps between a cooperative and its members, 
for the purposes of determining whether an entity is or is not a swap dealer. 

• The CFTC has adopted final rules that exempt certain inter-affiliate swaps from the 
mandatory clearing requirement as well as from posting margin. 

• The CFTC’s final public real-time reporting rules exclude inter-affiliate swaps from the 
definition of a “publicly reportable swap transaction” because the CFTC determined there 
was no price discovery value to reporting inter-affiliate swaps. 
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Question 18: If so, do you support legislation to create an exemption from margin and 
clearing for these transactions? 

The CFTC continues to address the treatment of inter-affiliate swap in its rulemakings, and is 
committed to providing clarity and treating inter-affiliate swaps appropriately. 

Again, we should allow the regulators to complete their ongoing rulemakings, and provide ample 
time to evaluate the effects of regulatory reform. Taking up piecemeal legislation at this time is 
premature and would be disruptive and harmful to the implementation of key reforms. 


Bringing the Office of Financial Research tOFRl back into the Appropriations Process 

The Office of Financial Research (OFR), an entity of the Treasury Department, has wide 
ranging authority to collect information from businesses, study that information, and make 
a notification if there is a systemic risk to our economy. Additionally OFR is tasked with 
streamlining data requests amongst the financial regulators to eliminate duplicative data 
requests. OFR is funded through a non-appropriated assessment and is allowed to invest 
any surplus proceeds that it may have. 

Question 19: How will OFR invest its surplus funds? 

By statute, resources available but not required to meet the current needs of the OFR may be 
invested in obligations of the United States with maturities suitable to the needs of the Financial 
Research Fund. Any such investments will be made in accordance with the Department of the 
Treasury Operating Circular: Responsibilities Relating to Government Investment Accounts and 
Investment in Government Account Series Treasury Securities. The circular is available at 
httD://treasurvdirect.gov/govt/apps/fip/librarv/librarv opcirc.pdf . 


Question 20: What criteria will be used for such investment? 

Maturity dates, interest rates, projected expenditure timelines, and assessment dates will be the 
primary factors considered in determining which Treasury securities to use. 


Question 21: Do you support bringing OFR back into the appropriations process? 

The Dodd-Frank Act specified that the Federal Reserve would fund the OFR for two years. 
Following that two-year period, the Act directs the Office to obtain funding through assessments 
from large bank holding companies and financial companies designated by the Council for 
heightened supervision by the Federal Reserve. This funding source provides for steady and 
predictable funding for the OFR to carry out its mission, including supporting the Council and 
the public by conducting and sponsoring research, monitoring threats to financial stability, and 
standardizing and gathering data in support of these responsibilities. We would not support a 
change in this funding structure. 
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Question 22: What progress has OFR made in streamlining and coordinating data 
requests to reduce duplicative burdens and costs to the economy? 

Question 23; If OFR has not started this process, when will it? 

Note: Response below addresses questions 22 and 23. 

The OFR may only collect data necessary to achieve its mission and is required by statute to 
mitigate the data reporting burden and reduce duplication. Specifically, before collecting data, 
the OFR must coordinate with other financial regulators to determine that such data do not 
already exist. In addition, the OFR is collaborating with Council member organizations to assess 
data gaps and set data priorities across the Council. 

The OFR has pursued its financial stability monitoring and research agenda with data from other 
financial regulatory agencies through memoranda of understanding and secure data sharing 
arrangements. These include money market fund data from the Securities and Exchange 
Commission (SEC) that the SEC collects with Form N-MFP, credit default swap information 
from the Depository Trust & Clearing Corporation (DTCC), and with data purchased from 
commercial vendors. To reduce duplication, through FSOC’s Data Committee, OFR is 
finalizing a formal framework for consultation and coordination with member agencies to ensure 
any OFR data request is not duplicative and the data is not already collected by another member 
agency. 

Finally, the OFR is working through FSOC’s Data Committee to find opportunities for data 
sharing to reduce duplicative reporting burden among member agencies. For example, the OFR 
has nearly finished its inventory of data purchased and collected by FSOC member agencies. 

The inventory is shared with member agencies through the Data Committee to help members and 
the Data Committee find opportunities to mitigate reporting burden, pointing out areas where 
duplication might exist. 


With the amount of confidential proprietary business data that OFR is collecting it is an 
attractive target for America’s enemies to launch cyber-attacks. 

Question 24: What steps for cyber security is OFR employing? 

Infotmation security is a core component of the OFR mission. OFR’s Chief Information 
Security Officer and his stafFhead these efforts, building best practices in the Treasury 
Departments and other financial regulatory agencies. As part of the Department of the Treasury, 
OFR already has a strong security posture and operates on a Certified and Accredited network. 
All data received by the OFR is categorized in accordance with an internal data classification 
procedure which is based on Federal Information Processing Standard (FIPS) 199 and other 
models developed by Federal financial agencies. This classification process determines 
applicable security controls and other protection requirements for each dataset. Throughout the 
data acquisition process, OFR staff work closely with each data provider to address any unique 
security concerns. 

OFR’s Information Security Program is based on a continuous-monitoring approach which 
employs a model of continuous assessment to help determine if deployed security controls are 
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implemented and functioning as intended. The model enables OFR to take proactive security 
measures to detect and respond to potential anomalous activity including potential attacks and 
unauthorized access. Additionally, all OFR employees, as Treasury employees, are required to 
participate in annual cybersecurity training. 

Puttin 2 CFPB under the Appropriations Process 

The Dodd-Frank Act places sweeping, unprecedented, and unchecked power entirely in the 
hands of a single unelected bureaucrat. Under this radical approach, the CFPB director 
controls Americans purchasing power and restricts their access to credit. This credit czar 
has the power to decide whether a family can obtain a loan to bny a house, a car, or get a 
credit card to buy their family food and clothing. The CFPB director also has total 
authority to spend hundreds of millions of taxpayer dollars in the agency’s budget, without 
disclosing how much he is spending to the American people. This has resulted in CFPB 
employees being some of the highest paid employees in the federal government. 

Question 25: During a time when the rest of the federal government is dealing with across 
the board cuts, do you think it makes sense to give unelected federal officials 
this kind of power to spend taxpayer dollars unchecked? 

Funding for federal banking regulators has long been independent from the appropriations 
process in order to make sure that political agendas do not interfere with supervision. As such, 
the CFPB’s funding is not appropriated, similar to funding for the other federal banking 
regulators. 

Subjecting the CFPB to the appropriations process risks politicizing the funding of bank 
supervision, which would be a dangerous precedent. Independent funding is the primary 
institutional basis for the CFPB to establish measures to consistently examine financial 
institutions that are subject to its jurisdiction. 


Question 26: Do you think that federal agencies should all be required to publicly disclose 
their budgets so that they can held accountable to the American people? 

Treasury respects the CFPB as an independent regulatory agency and defers to its leadership to 
set the Bureau’s management practices. The CFPB in fact does make its budget publicly 
available on its website at http://www.consumerfinance.gov/budget/ . 


Question 27: Would you agree that Congress and the president should take this 

opportunity to enact common sense fixes so the CFPB is accountable and 
transparent to hardworking taxpayers— at a minimum, that the CFPB 
should be governed by a bipartisan commission, which is how other federal 
agencies charged with consumer or investor protection, like the CFTC and 
the SEC have successfully operated for years? 

As established under the Dodd-Frank Act, the CFPB is accountable to Congress and the 
American public in many ways. In fact, it is subject to oversight and constraints that do not 
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apply to any other federal banking regulator. For example, the CFPB is the only banking 
regulator with a cap on its independent funding. For additional funding, the CFPB must request 
an appropriation from Congress rather than act on its own initiative to levy fees on banks, as 
other bank regulators may do. In addition, whereas rules issued by other financial regulators 
typically are subject to review only by the courts, a rule issued by the CFPB is subject to review 
and may be set aside by the Financial Stability Oversight Council, as well as by a court. 
Moreover, Congress has ample oversight over the CFPB through hearings, reports, and audits 
that are required by law. 

The Dodd-Frank Act created the CFPB as an independent federal regulator, led by a single 
Director. This structure is similar to that of another federal bank regulator, the Office of the 
Comptroller of the Currency (OCC). The OCC, which is charged with overseeing the safety and 
soundness of national banks and federal thrifts, has been managed successfully by a single 
Comptroller for more than 100 years. 


Chained CPI - Social Security 

The President’s budget would change the way Social Security measures inflation — moving 
from the current measure to the chained Consumer Price Index (CPI). You stated during 
your testimony before the Ways and Means Committee on the President’s budget last week 
that, “the Chained CPI is a more accurate measure of inflation in that it does a better job 
of reflecting the substitution of goods in response to relative price changes,” and that it was 
a part of the President’s compromise offer to Speaker Boehner during the fiscal cliff. You 
also said that -“the President “is not prepared to do something like chained CPI” unless 
taxes are increased above and beyond the tax increases at the start of the year. 

According to the Social Security Administration actuaries, using the chained CPI to 
determine Social Security cost of living increases would solve 20 percent of the Social 
Security shortfall and allow Social Security to pay full benefits for an additional two years. 

Question 28: If you believe chained CPI is “more accurate” and that it would do a “better 
job” than the current measure for the long-term health of the Social Security 
program, why would you hold it hostage for more political demands? 


The President’s FY 2014 Budget contains the President’s compromise offer to Speaker Boehner 
from December. As part of that offer, the President was willing to accept proposals to switch to 
chained CPI, but the President’s openness to chained CPI depends on two conditions: the change 
must be part of a balanced deficit reduction package that includes substantial revenue raised 
through tax reform, and the change must be coupled with measures to protect the vulnerable and 
avoid increasing poverty and hardship. 
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Questions for the Record — Congressman Mike Quigley fP-lL) 
Track-and-Trace System 

Section 703 of Children’s Health Insurance Program Reauthorization Act (CHIPRA) 
directed the Secretary of the Treasury to conduct a study on the magnitude of tobacco 
smuggling. That report was released in February 2010. The report recommended that 
Treasury and the Food and Drug Administration work together to “on a track-and-trace 
system that the FDA is authorized to develop under the Family Smoking Prevention and 
Tobacco Control Act.” 

Question 1: Is this recommendation still the policy of the Department of the Treasury? 

A track and trace system could provide the Alcohol, Tobacco, Tax and Trade Bureau (TTB) with 
the ability to electronically collect tax, sales, and distribution data, which would assist TTB in 
detecting potential diversion activity. At this time, however, it is difficult to determine if such a 
system is feasible on a national scale and, if so, its specific requirements and potential costs. 
Moreover, the benefits in terms of increased federal excise tax revenue are uncertain. The 
development and implementation of a track and trace system that meets both TTB’s enforcement 
needs as well as the FDA’s public health needs would require substantial coordination between 
FDA and TTB. Such a system may also have to comply with the information safeguarding and 
disclosure restrictions of the Internal Revenue Code of 1986. particularly 26 U.S.C, § 6103 (the 
statutory provisions related to the confidentiality of tax information). It should be noted that the 
2010 Report’s recommendation was predicated on adequate FDA funding. 


Question 2: How much revenue does Treasury estimate would be raised by 
implementation of a track and trace program? 

The estimated amount of revenue that would be recovered from a potential track and trace 
system is unknown. This amount of additional federal revenue collected would depend on the 
effectiveness of the system and the availability of enforcement resources at TTB to pursue any 
diversion that would be detected. 


Question 3: Could a track-and-trace program be funded from user fees currently being 
paid to the FDA Center for Tobacco Products, or would this require a separate 
appropriation? 

Whether a track and trace system can be paid for by funds generated by user fees collected by 
FDA’s Center for Tobacco Products depends upon the nature of any proposed track and trace 
system and what restrictions currently apply to use of those funds. Treasury defers to the FDA 
on the availability of these funds for such a purpose. 
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Questions for the Record - Congresswoman Marcv Kaptur (^D-OH) 
Hardest-Hit Fund tHHFl 

Question 1: Please explain why less than 25 percent of HHFs have been allocated? 

Treasury shares your commitment to ensuring that all government - federal and state - 
foreclosure prevention programs reach eligible homeowners in need of assistance. While 
implementation and management of the programs under the Hardest Hit Fund (HHF) are the 
responsibility of each participating state housing finance agency (HFA), Treasury has made clear 
to the HFAs that they should use the funds to reach eligible homeowners while the need is still 
great. 

The HFAs were fully funded in the fall of 2010. In the time that followed, the HFAs created 
programs from scratch, devoting considerable time and resources to developing expertise in the 
rapidly evolving area of foreclosure prevention. The time it took the HFAs to stand up these 
programs — including selecting and training networks of housing counselors, creating 
homeowner application portals, and hiring underwriters — was necessary to ensure that systems 
worked properly, that homeowner needs were met, and that internal controls were in place to 
protect taxpayer dollars. All HFAs now have their infrastructure in place and the number of 
homeowners being assisted continues to rise. 

Treasury continues to work with the HFAs to identify operational barriers, share promising and 
innovative strategies, and work with mortgage servicers and investors to gain wider participation 
in these programs. In addition to hosting and/or participating in biweekly calls and annual 
summits, Treasury’s HHF staff communicate frequently with HFAs and servicers regarding 
programmatic, policy, and operational issues, advising on enhancements and/or troubleshooting 
to improve program performance. Further, in the fall of 2012, Treasury instructed the HFAs to 
assess their programs’ performance and develop strategies to increase the number of 
homeowners who will receive assistance and the amount of money committed or spent by 
December 31, 2014. Treasury reviewed with each HFA its assessment to discuss strategic 
adaptation of programs. As a result. Treasury and the HFAs have taken a number of actions to 
help fulfill their commitments. We have seen steady and significant growth both in dollars spent 
and number of homeowners served, and at their current pace, the HFAs project that a substantial 
majority of funds will be committed by 2014, three years before the program’s official end date. 


Treasury has modifled programs such as HAMP in an effort to make them more effective. 

Question 2: Why has Treasury not done the same for the HHF in an effort to get the 
funds to the communities that need them? 

While it is up to the 19 participating HFAs to design the programs. Treasury works directly with 
them and the large servicers participating in the HHF to discuss best practices in reaching the 
target population, ways to expand program eligibility, and promising new programs that can 
effectively utilize the HHF. The HHF program is unique because it allows the HFAs to leverage 
their understanding of the conditions in their own communities to create effective, locally 
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tailored programs. This aspect of the HHF has enabled the HFAs to respond to the evolving 
nature of the housing crisis in innovative ways and make changes based on local needs and 
lessons learned. 

To date, there have been nearly 100 approved program changes made by the 19 FlFAs to refine 
and increase participation in their programs. For example, several states have made recent 
changes to their principal reduction programs and Treasury approved on June 6 a new program 
from the Michigan HFA to facilitate the demolition of abandoned and blighted residential 
properties, the existence of which depresses property values in the surrounding neighborhoods 
and serves as a barrier to economic development in struggling communities. 

Treasury has also established forums for collaboration with and amongst Treasury, the FlFAs, 
and key stakeholders to support continuous improvement in program performance. These 
include: 

• Frequent one-on-one calls with HFAs, including regularly scheduled program updates; 

• Implementation visits, including on-site visits after each program launched statewide, to 
review progress and make recommendations to improve performance; 

• Compliance reviews, whereby Treasury visits each HFA at least annually to ensure 
internal controls are functioning as designed; 

• Frequent, regularly scheduled calls with all HFAs and servicers to discuss program 
implementation, address operational concerns, and resolve outstanding issues; 

• Four HFA/GSE/servicer summits to share best practices and address critical issues 
related to program participation. 


It is my understanding that state housing finance agencies have asked Treasury for that 
change but Treasury has denied the requests. 

Question 3: Why has Treasury not modifled the eligible activities for the HFF to include 
demolition? 

On June 6, 2013, Treasury approved a proposal from the Michigan HFA for a program to 
facilitate the demolition of abandoned and blighted residential properties that meets the 
requirements of the HHF. 

Treasury expects that other HFAs may choose to follow the lead of the Michigan HFA. 
Specifically, the Ohio HFA has indicated an interest in pursuing a blight elimination program 
similar to the Michigan model and Treasury has kept them informed Michigan’s program about 
and has facilitated communication directly between the Ohio and Michigan HFAs. We 
appreciate your leadership on this important issue and will remain in touch with you and your 
staff as this develops further. 


Question 4: If Treasury is still determining if it can modify the HFF based on existing 
law, please provide a specific timeline for when a decision will be made. 
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On June 6, 2013, Treasury approved a proposal from the Michigan HFA for a new program to 
facilitate the demolition of abandoned and blighted residential properties meets the requirements 
of the HHF program. 


Healthy Food Financing Initiative (HFFIl 

Question 5: Based on the data from the most recent fiscal year, how many applications for 
assistance did the CDFI Fund receive for the HFFI? 

In the FY 2012 funding round, the CDFI Fund received 58 applications (totaling $56 million) for 
HFFI awards, of which 23 (totaling $33 million) were considered “Highly Qualified.” The CDFI 
Fund made awards (totaling $23 million) to 12 of those 23 Highly Qualified applicants. To be 
considered “Highly Qualified,” all HFFI awards are made in conjunction with CDFI Program 
financial assistance awards since the CDFI Fund evaluates an applicant’s entire business 
operation for CDFI Program awards, while the HFFI-FA is specific to the CDFFs healthy food 
lending and investing. 


Question 6: How many of those applications went unfunded? 

The CDFI Fund did not fund 46 HFFI applications. Of the “Highly Qualified” applications, 1 1 
applications were unfunded. 


The U.S. Department of Agriculture has been prioritizing some of its funding for local and 
regional food projects because of the tremendous local economic impact. 

Question 7: Has Treasury examined doing something similar or will the HFFI continue to 
focus solely on grocery store financing? 

The CDFI Fund aims to expand the availability of nutritious food by financing the establishment 
of healthy food retail outlets, including developing and equipping grocery stores, small retailers, 
comer stores, and farmers markets to help revitalize neighborhoods that currently lack these 
options. 

HFFI awardees are required to demonstrate that an amount of funding equivalent to 75 percent of 
the HFFI award amount is invested in retail projects located in “food deserts” within their target 
markets. An amount of funding of up to 25 percent of the equivalent of the HFFI award can be 
loaned to finance healthy food projects located outside of food deserts and/or to non-retail 
healthy food projects (e.g., producers, distributors, etc.) in the awardee’s target market. 

The CDFI Fund’s HFFI has always taken into account local and regional considerations. For 
example, the CDFI Fund accepts the USDA definition of food deserts, which includes distressed 
geographic areas in which either a substantial number or share of residents have low access to a 
supermarket or large grocery store. In addition, when considering applications, the CDFI Fund 
accepts the methodology of state or locals governments as well as established philanthropic 
organizations in defining food deserts. 
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J. RUSSELL GEORGE, TREASURY INSPECTOR GENERAL FOR TAX AD- 
MINISTRATION 

Mr. Crenshaw. This hearing will come to order. Well, good after- 
noon, everyone. First let me say that it gives me no pleasure to 
convene this IRS oversight hearing today because the facts and the 
circumstances that bring us here are enough to shatter anyone’s 
faith and trust in government. 

Targeting groups based on their names and political beliefs is 
both chilling and outrageous. A voluntary tax system depends on 
a fair and impartial collection process. Because as Chief Justice 
Marshall once said, the power to tax is the power to destroy. 

But here is what we know. In an arrogant and absolute abuse 
of power, the IRS office in Cincinnati singled out groups and indi- 
viduals based on their political philosophy for extra scrutiny. They 
were harassed, they were intimidated, they were bullied, and this 
went on for almost 3 years and no one spoke up. We know that, 
but there is a lot that we don’t know, and it is time for the IRS 
to come clean. 

It is time to talk about what happened, how it happened, who 
came up with this plan and why, how widespread were these 
abuses, who is responsible, who is going to be held accountable, 
and how do we make sure this never happens again. Because more 
than $10 billion, that is “B” as in billion, in hard-earned taxpayers” 
money get appropriated every year to the IRS to conduct its oper- 
ations, and before Congress spends one more dime on the IRS, we 
need to know how it spends the money it receives already. We need 
to know what safeguards the IRS has in place or plans to put in 
place to make sure the funds are used in a legal and appropriate 
way and are not wasted, poured down the drain like we have just 
learned. That is why we are holding this hearing today. 

I have heard some say that the IRS has been underfunded and 
that using names and political briefs to target these 501(c)(4) appli- 
cations for additional scrutiny was just a shortcut to deal with the 
growing number of tax exempt applications. These shortcuts, how- 
ever, started in 2010 when the number of 501(c)(4) applications 
were basically static, and the total number of applications for tax 
exemption were going down, and the funds appropriated to the IRS 
in 2010 were not only a record high amount, but also the second 
consecutive year that funds appropriated to the IRS actually ex- 
ceeded the budget request of the IRS. 
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Doesn’t it seem counterintuitive or seem strange that the IRS 
had less work to do and more money than ever to do that work that 
they would decide to take these shortcuts? And in addition, sending 
abusive letters and asking for unnecessary information from these 
applicants, doesn’t sound like a shortcut to me. 

And now we learn of the flagrant waste of taxpayers’ dollars on 
conferences and videos, and the money came in part from the un- 
used funds from the IRS enforcement budget at the same time the 
IRS was asking for more money for enforcement so they could catch 
the so-called tax cheats. 

For 2014, the IRS budget request is for $12.9 billion. That is a 
$1 billion increase over the current year and of which $440 million 
is to help implement this so-called Affordable Care Act, the so- 
called ObamaCare. Now, even before the Inspector General’s report 
was released, any kind of increase of this magnitude was going to 
be a challenge for some very basic reasons. There are a lot of objec- 
tions to the Affordable Health Care Act, a lot of objections to 
ObamaCare. The Subcommittee has limited money. We all know 
that. We are looking at this breach of trust that we are talking 
about today in this terms of this scandal, and now we have this 
newly discovered incredible waste, so we are going to have to think 
very carefully about the amount of money that we provide to the 
IRS. 

Nevertheless, I think we all know this, we need to fund this 
agency so it can accurately answer questions from businesses and 
individuals about tax matters. It needs to produce tax forms and 
instructions that promote compliance. It has got to process tax re- 
turns in a timely manner and it has also got to investigate the 
criminals that are committing tax fraud. 

However, we cannot, in good conscience, continue to provide 
hard-earned taxpayers’ dollars to the IRS and have them use those 
funds to abuse the rights of American citizens, and we can’t con- 
tinue to provide the IRS with money and watch them so flagrantly 
waste those dollars. 

Now, today we are going to take testimony from Acting Commis- 
sioner Daniel Werfel and Treasury Inspector General J. Russell 
George. I hope that we will hear a little bit how we are going to 
get to the bottom of all this and how we going to prevent this from 
happening again. 

But here are some things I can tell you already. We are going 
to insist that the IRS implement all nine of the recommendations 
in the Inspector General’s report to the satisfaction of the Inspector 
General. We are going to require more frequent and in-depth re- 
ports from the IRS about how they allocate their funds among their 
different offices, and we are also going to demand that the IRS 
demonstrate to the committee that the funds provided by this com- 
mittee are used without a hint of partisanship or ideology when it 
comes to the application of the tax laws. 

Now, this hearing is the Inspector General’s second appearance 
before the Subcommittee this year and we appreciate your willing- 
ness to meet with us again. This is Mr. Werfel’s first congressional 
hearing in his new role as Acting IRS Commissioner. I want to con- 
gratulate you, if that is the right word, on your appointment and 
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thank you for taking this assignment at a very difficult time. We 
appreciate your service. 

And finally, let me say that this committee expects witnesses to 
be candid and forthcoming. If additional information about the 
practice of targeting or other topics discussed here today comes to 
light after the hearing, we expect General George and Mr. Werfel 
to keep this committee apprised of the latest information. 

Now, I want everybody to have a chance to ask questions today 
and everybody to have a chance to have those questions answered, 
so I am going to keep strict time in order to keep the hearing mov- 
ing. And we want to get as many rounds of questions as we can, 
but right now I would like to recognize the Ranking Member 
Serrano for any opening statement he might like to make. 

Mr. Serrano. Thank you, Mr. Chairman, and I, too, welcome our 
guests to this hearing today. 

I think all Members of Congress, Democrats and Republicans, 
were appalled by the inappropriate actions taken by the IRS in de- 
termining how to examine the tax exempt status applications of 
various groups. The delays in processing applications, the criteria 
used for further review of the information it asked for indicates an 
organizational failure that is simply unacceptable. The IRS is sup- 
posed to administer our tax laws in a fair and impartial manner. 
Anything else, and the agency loses the confidence of the American 
people. 

The IRS has not helped the situation with a seeming lack of clar- 
ity and forthrightness with Congress on these issues. In March of 
2012, this Subcommittee was told, in no uncertain terms, that the 
IRS was not targeting particular groups for further scrutiny and 
that there were several safeguards in place to prevent biased or 
unfair examination policies of 501(c)(4) organizations. Both of these 
answers were terribly wrong then and they are terribly wrong now. 

While the information we have now does not indicate that Com- 
missioner Shulman believed these responses to be anything less 
than truthful at the time, no subsequent effort was made to ensure 
that this committee knew that there was more to the story, espe- 
cially in subsequent months when the leadership of the IRS be- 
came aware of these problems. In other words, when you folks at 
the agency knew that things had changed and were not the way 
we were told, no one came back to tell us. 

This past weekend we all read press reports about excessive con- 
ference spending at the IRS. The lack of oversight and account- 
ability in both of these areas seems to point to larger cultural 
issues at the IRS. Many of these issues have been well documented 
by the Inspector General George and at several committee hearings 
over the past few weeks. Today we ask the next question. What do 
we do now? 

I am not sure we have an easy response. We clearly need to re- 
form the process by which 501(c)(4) organizations are chosen for 
further review. We need to provide more guidance as to what is 
and is not allowable for 501(c)(4) organizations, and we need great- 
er accountability in the IRS management structure to ensure safe- 
guards are in place to prevent this type of behavior. 

We also need to do more research. The current TIGTA report 
provides us with important analysis into the problems, but I was 
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struck by how much more we need to find out. We all know that 
some one-third of the organizations that received further scrutiny 
here were chosen for that review based on their organization title. 
However, we still don’t know how much, about two-thirds of the or- 
ganizations caught up in the process. Beyond the recent incidents, 
I remember that these same complaints were leveled at the IRS 
during the Bush administration by groups that were opposed to the 
war in Iraq. Clearly, this is an issue that has spanned a number 
of years and this latest scandal is only the most recent one that 
we know about. 

I think we will all benefit from a longer and more in-depth look 
at the actions within the tax exempt and government entities divi- 
sion over a number of years and a number of administrations. 

We need to have a serious discussion about funding levels at the 
IRS. This Subcommittee has been given an allocation of $16.9 bil- 
lion for fiscal year 2014, which is almost $3 billion below the cur- 
rent sequester-impacted level. Undoubtedly, this is going to result 
in massive cuts to the IRS and many other Federal agencies. 

While there are certainly efficiencies that can occur, the con- 
ference spending issue comes to mind, the IRS simply cannot sus- 
tain itself with this overall funding level. Although I am certain 
there are some who would view this as a good step, I disagree. 
There is no clearer way to promote more scandals than by cutting 
funding that could be used for oversight, training and reform. At 
the level this Subcommittee is funded right now, we are just asking 
for more trouble at the IRS and elsewhere. 

Lastly, we need to have a conversation about why we allow 
groups who are primarily involved in politics to have a special tax 
advantage status. I think it is clear that we have a number of 
groups on both sides of the political spectrum that have abused 
their tax status as either 501(c)(3) or 501(c)(4). Freedom of speech 
certainly does not require these groups to be tax advantaged. We 
need to ensure the integrity of both our tax system and our polit- 
ical system, and the current practice allow abuses of both. One step 
we should consider is to return to a previous standard for 501(c)(4) 
applications which until 1959, were required to be operated exclu- 
sively for the promotion of social welfare. This would ensure that 
organizations could no longer take advantage of the Tax Code in 
order to engage in political activity without the transparency re- 
quired by our campaign finance laws. 

As I said earlier, none of these questions have an easy answer, 
and I hope that today, after we look at the report, after we hear 
the answers to the questions, we can begin to move in the proper 
direction. 

And let me just end on a very personal note, Mr. Chairman. I 
am second to no one in this Congress in asking for more funding 
for the IRS, and so it hurts me both as a representative of the 
American people, a member of this committee, and personally that 
while I and others stood to support the IRS, it was not doing what 
it was supposed to do. I don’t care who the groups were. No one 
should have been targeted. No one should have been singled out for 
any bad treatment. That is not the way the IRS should behave, and 
that is certainly not the way our country should behave. Thank 
you, Mr. Chairman. 
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Mr. Crenshaw. Thank you, Mr. Serrano. And we are joined 
today by the chairman of the full committee, Mr. Rogers. I would 
like to recognize him for any opening statement he might make. 

Mr. Rogers. Thank you, Mr. Chairman, and thank you for 
hosting this session. We want to thank Commissioner Werfel for 
making your first appearance on the Hill and Mr. George, thank 
you for being here again with us. 

I want to echo my colleague’s deep concern about the targeting 
scandal and other inappropriate spending at the IRS. The IRS has 
committed grave violations of the public’s trust that should give all 
Americans cause for deep concern. 

Today we are discussing at least a threefold misuse of public 
funds. It is our duty as appropriators to get to the bottom of any 
misuse of Federal dollars, particularly as this Subcommittee drafts 
the bill that will fund the IRS for the next fiscal year. 

The alleged targeting of conservative organizations applying for 
tax exempt status is a shameful violation of the intent of the Con- 
stitution. I am deeply offended, as I am sure all Americans are, at 
the notion that a Federal agency can somehow pass judgment on 
an entire ^oup of people simply based on their political affiliation. 
This activity is even more egregious because the agency, the IRS, 
has such power to ruin the lives of every American. We will not tol- 
erate another political enemy’s list. We have been there before. 

Having an enemy’s list harkens back to a dark page in our past, 
and the arrogance of power that we have seen from those involved 
in this instance is deeply, deeply disconcerting. 

Furthermore, I am absolutely appalled at the apparent waste of 
taxpayer dollars on frivolous conferences outlined in Mr. George’s 
forthcoming report. In no way, shape, or form is this kind of excess 
ever appropriate. This bureaucratic largesse is even more unset- 
tling as we face budget shortfalls across the board in critical areas 
of government, including our own national defense. It seems we 
have a new misstep every day at the IRS. I am very troubled at 
what may come to light next, so we have got to take every step pos- 
sible to figure out how we can stop this kind of abuse in its tracks. 

And Mr. Commissioner, you are the man. We are in the middle 
of some very grim budget times. We simply cannot allow the IRS 
or anyone else to waste precious tax dollars on improper, maybe 
even illegal, practices that treat Americans unequally for any rea- 
son or on frivolous activities or improper tax refunds, of which I am 
told there is some $13 billion. 

When we provide you with more than $10 billion annually to ful- 
fill your duties, we expect you to spend it wisely and effectively. 
Commissioner Werfel, I know you have already publicly stated that 
these conferences were inappropriate uses of taxpayer dollars and 
that you intend to root out any other inappropriate behavior at the 
IRS, and I hope that this committee works with you to review how 
we can prevent spending like this from ever happening again. 

Mr. Chairman, we may want to consider putting conditions on 
your funding that allow us to monitor your agency’s compliance 
with proper practices. This committee’s done that before and we 
very well may be in that mode again. My committee already has 
and will continue to enact tough measures and oversight at other 
agencies as we did with the GSA to root out this kind of excess and 
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abuse. If it takes legislation to stop these latest misguided endeav- 
ors, so be it, that is what we will do. 

This agency, allegedly an independent agency, should operate in 
a nonpolitical, fair way to every American. That rule has been vio- 
lated. We look forward to your testimony and your answers, more 
importantly, to Members’ questions to help this Subcommittee pro- 
vide the vigorous oversight necessary to prevent bad actors from 
running amok. 

Thank you, Mr. Chairman. 

Mr. Crenshaw. Thank you. I would now like to recognize Mrs. 
Lowey, who is the ranking member of the full committee for any 
remarks she might like to make. 

Mrs. Lowey. Thank you, Mr. Chairman, and I want to join you 
in welcoming Acting Commissioner Werfel and J. Russell George 
here today. We thank you and we look forward to your testimony, 
and I would like to thank, again. Chairman Crenshaw and Ranking 
Member Serrano for holding this very important hearing. 

We know that the IRS is the first line of defense in ensuring that 
hard earned tax dollars of American citizens are appropriately han- 
dled, and as my colleagues have said, I join them in such shock 
that news that millions of dollars were unnecessarily spent on con- 
ferences, videos, senseless purchases, such as baseball tickets, pres- 
idential suites, along with allegations that the IRS targeted ideo- 
logical groups for increased scrutiny raised serious questions re- 
garding whether the IRS is properly working for the people. 

I, like so many citizens, am quite simply wondering, what was 
the IRS thinking? What on earth were they thinking? It is truly 
amazing to me, and I am furious that the IRS engaged in ideolog- 
ical scrutiny which is absolutely unacceptable. We have a responsi- 
bility to the American people to make sure this is rectified and 
does not happen again. Our Nation was founded on the principles 
of freedom of speech and expression. No position or party has a mo- 
nopoly in our public debate or government. The IRS should never 
be used for any activities that come close to partisan or political 
action, period. 

The IRS’ responsibility to evaluate applications for tax exempt 
status, frankly, has been lost in this debate. A dramatic increase 
in the number of 501(c)(4) organizations will lead to more reviews, 
but those reviews should never target one part of the ideological 
spectrum of others, and in this hearing, I know we all want to hear 
what went wrong, what steps are being taken to prevent similar 
practices in the future. And again, I would like to thank Acting 
Commissioner Werfel and Inspector General George for being here 
today. 

Commissioner Werfel, I know you have been in this position for 
a matter of weeks, did not manage the IRS or the division in ques- 
tion during the time of these improper activities, so I appreciate 
your assistance and hope that this hearing helps to get to the bot- 
tom of this issue. And I thank you, Mr. Chairman. 

Mr. Crenshaw. Thank you. I would like now to recognize Mr. 
Werfel. If you could limit your statement to 5 minutes or less, it 
will give us more time for questions, and we will be happy to sub- 
mit your written statement for the record. 
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Mr. Werfel. Thank you, Chairman Crenshaw, Ranking Member 
Serrano, Chairman Rogers, Ranking Member Lowey, and members 
of the Subcommittee. Thank you for the opportunity to appear be- 
fore you today to discuss the work we are doing to chart a path for- 
ward for the IRS. This is obviously a difficult time for the Agency, 
and the public is rightly concerned and upset, as am I, about the 
inappropriate and unacceptable actions highlighted in the recent 
Inspector General’s report regarding the 501(c)(4) application proc- 
ess. Working together, though, I am confident that we can address 
the problems that exist and move forward with a better and more 
effective IRS. 

With that in mind, in my first few days, I have initiated a com- 
prehensive review of the Agency and have taken immediate actions 
to begin to address significant and alarming problems identified in 
the report. In taking these steps, I am guided by several principles. 

First, we will ensure that we operate with the utmost fairness 
and impartiality in administering and enforcing the Nation’s tax 
laws. Second, we will be open and transparent with the American 
people. And third, we will operate in close consultation and co- 
operation with the Inspector General and Congress. Adhering to 
these principles will ensure that we always act with the best inter- 
est of the taxpayers in mind. 

Although additional investigations are underway that will shed 
further light on what happened with the 501(c)(4) application proc- 
ess, I have reached an inescapable conclusion about the behavior 
described in the IG’s report. The use of certain political labels to 
determine how applications would be handled resulted in applica- 
tions being inappropriately singled out for additional scrutiny. 

Moreover, there was a fundamental failure by IRS management 
to prevent this inconsistent treatment and ensure that it was halt- 
ed once management became aware. These failures have under- 
mined the public’s trust in the IRS’ ability to administer the tax 
laws in a fair and impartial manner, and they must be corrected. 
The Agency stands ready to confront the problems that occurred, 
hold accountable those who acted inappropriately, be open about 
what happened, and permanently fix these problems so that such 
missteps do not occur again. 

Clearly, ensuring full accountability for the actions taken and the 
management failures that allowed them to occur must be one of 
our first orders of business. That is why there is new leadership 
at several critical levels of the managerial chain of command. We 
now have new leadership in the Commissioner’s Office, and we 
have new leaders carrying out the duties of the Deputy Commis- 
sioner for Services and Enforcement, the Commissioner of Tax Ex- 
empt and Government Entities, and the Director of Exempt Orga- 
nizations. While this new leadership is in place, a critical area 
where we are turning our attention is the unacceptably large back- 
log of applications for 501(c)(4) status, focusing initially on the “po- 
tential political cases” referenced in the IG report that are more 
than 120 days old. Some of these applications are 400, 500 days 
old. That is simply unacceptable. 

I have directed my team to submit a plan to me by the end of 
this week that contains specific milestones for expeditiously resolv- 
ing this group of cases. I have also made clear that these applica- 
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tions must be examined in a manner consistent with the IG rec- 
ommendations so that the reviews, while thorough, are also fair 
and impartial. 

I further instructed my team to work swiftly to ensure that all 
nine of the recommendations in the IG report are fully imple- 
mented. I asked to receive, at a minimum, weekly updates on their 
progress, and I intend to regularly update the public, both on this 
effort and the progress being made to eliminate the backlog of ap- 
plications. 

I am also reviewing the broad spectrum of IRS operations, proc- 
esses and practices to focus on how we deliver our mission today 
and how we can make improvements in the future. In that way, 
we will develop a better understanding of organizational risks 
wherever they exist within the IRS. For example, in line with the 
IG report to be published this week on conference expenditures, we 
must ensure that we continue to have the right controls and over- 
sight in place to prevent wasteful or inappropriate spending in this 
and other areas. 

Wherever we find management failures or breakdowns in inter- 
nal controls, we will move to correct these problems quickly and in 
a robust manner. We will report to the President, the Treasury 
Secretary, and the public by the end of the month about our 
progress on all of these efforts. 

We have a great deal of work ahead of us to review and correct 
the serious problems that have occurred at the IRS, and continue 
the important work of the Agency on behalf of taxpayers. In the 
few days that I have been at the IRS, it has already become clear 
to me that this Agency is populated by thousands of dedicated pub- 
lic servants who are strongly committed to carrying out the Agen- 
cy’s mission. It is an honor for me to serve alongside them, and I 
am confident that together, with Congress and other external 
stakeholders, we will address the current challenges and move for- 
ward with the indispensable work of this agency. 

Mr. Chairman, Ranking Member Serrano, this concludes my tes- 
timony. I would be happy to answer your questions. 

[The information follows:] 
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Introduction 

Chairman Crenshaw, Ranking Member Serrano, and Members of the Subcommittee, 
thank you for the opportunity to appear before you today to discuss the work we are 
doing to chart a path forward for the IRS. 

The mission of the IRS is twofold: to provide America’s taxpayers with quality service 
by helping them understand and meet their tax responsibilities, and to enforce the law 
with integrity and fairness to all. In order for the IRS to operate effectively, we must have 
the trust of the American taxpayer. Unfortunately, that trust has been broken as a result of 
the unacceptable conduct uncovered in the recent report by the Treasury Inspector 
General for Tax Administration (TIGTA). 

Along with the hardworking men and women of the IRS, I am committed to restoring that 
trust. This begins with moving quickly to take a number of steps: ensuring accountability 
for the problems that exist in the exempt organizations area, fixing those problems, and 
conducting a broader review of IRS operations. In taking these steps, we will be guided 
by several principles. First, we will ensure that we operate with the utmost fairness and 
impartiality in administering and enforcing the nation’s tax laws. Second, we will be as 
open and transparent as possible with the American people. Third, we will operate in 
close consultation and cooperation with Congress. Adhering to these principles will 
ensure that we always act with the best interests of the taxpayers in mind. 

The Road Ahead and Restoring Trust 

In my first few days at the IRS, 1 have initiated a comprehensive review of the agency 
and have taken immediate actions to address the significant and alarming problems 
identified in the Inspector General’s report regarding the 501 (c)(4) application process. 
The TIGTA report makes clear that inappropriate and inequitable criteria were used to 
help inform determinations of eligibility for 501(c)(4) status, there were inexcusable 
delays in processing many of these applications, and some organizations were required to 
furnish unnecessary information in support of their applications. The behavior and 
actions described in the report are unacceptable, and must be addressed. 
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The TIGTA report describes a number of factors that led to breakdowns in procedure and 
oversight within the IRS’ exempt organizations area. In particular, there was a series of 
management oversight failures and a lack of internal controls to ensure the appropriate 
treatment of applications. Moreover, the staff who handled the applications were not 
adequately trained, and thus were not well equipped to properly detect political activity 
and determine if the level of that activity was sufficient to deny an application. 

Although additional investigations are underway that will shed further light on this 
matter, I have, at this time, reached an inescapable conclusion about the behavior 
described in the TIGTA report. The inappropriate use of certain political labels to 
determine how applications would be handled resulted in applications being 
inappropriately singled out for additional scrutiny. Moreover, there was a fundamental 
failure by IRS management to prevent this inconsistent treatment and ensure that it was 
halted once management became aware. These failures have undermined the public’s 
trust in the IRS’ ability to administer the tax laws in a fair and impartial manner. 

I also want to make another important point. I have only been with the IRS a few days, 
but it is clear to me that IRS employees take great pride in the work they do as non- 
partisan civil servants dedicated to helping the nation. Like so many, the IRS community 
is shocked and appalled at the use of political labels inside one part of the organization, 
and considers it to be an affront to the mission of the IRS and their solemn duty as civil 
servants to fairly administer our tax laws. This incident has overshadowed the 
indispensable work the agency and its employees do for the nation every day. 

The agency stands ready to confront the problems that occurred, hold accountable those 
who acted inappropriately, be open about what happened, and permanently fix these 
problems so that such missteps do not occur again. Moreover, we owe it to the American 
public to use this moment as an opportunity to take a hard look internally at the IRS and 
see where other deficiencies or risks may exist, and take action to address them. Our 
work has already begun in each of these respects, and we will report to the President, the 
Treasury Secretary and the public by the end of the month about our progress in these 
efforts. 

One of my first actions has been to install new leadership to oversee the exempt 
organizations area. Last week, I appointed Ken Corbin as the acting director of Exempt 
Organizations, the unit within the IRS responsible for the review of 501(c)(4) 
applications, among many other important duties. Most recently, Mr. Corbin was the 
Deputy Director of Submission Processing for the IRS’ Wage and Investment Division. 
He will report to Michael Julianelle, whom I have asked to serve as acting commissioner 
of the Tax Exempt and Government Entities Division. Mr. Julianelle has been the 
director of Enterprise Collection Strategy for the Small Business/Self Employed 
Division. Both Mr. Julianelle and Mr. Corbin have strong and diverse leadership 
backgrounds that will help us through this difficult period. I have initiated a search for 
permanent leadership for the Tax Exempt and Government Entities Division and for 
Exempt Organizations. I am also conducting a further review to determine what 


2 



229 


additional personnel aetions must be taken to hold individuals accountable and to ensure 
that we have the proper people in positions of trust. 

Another immediate step that must be taken is to address the backlog of applications for 
501(c)(4) status, focusing initially on those “potential political cases” referenced in the 
TIGTA report that are more than 120 days old. Some of these applications are 400 or 500 
days old. That is unacceptable. I have directed Mr. Corbin and Mr. julianelle to submit a 
plan to me by the end of this week that contains specific milestones for expeditiously 
resolving this group of cases. I have also made clear that these applications must be 
examined in a manner consistent with the TIGTA recommendations, so that the reviews, 
while thorough, are also fair and impartial. 

1 have further instructed Mr. Corbin and Mr. Julianelle to work expeditiously to ensure 
that all nine TIGTA recommendations are thoroughly implemented, and 1 have asked 
them to provide me with, at a minimum, weekly updates on their progress. I intend to 
update the public on the status of both the elimination of the existing backlog as 
referenced above and the implementation of the TIGTA recommendations by posting 
reports on IRS.gov, and I expect to make my first report by the end of this month. 

But the work we are doing extends well beyond Exempt Organizations. I am also 
reviewing the broad spectrum of IRS operations, processes and practices to focus on how 
we deliver our mission today and how we can make improvements in the future. In that 
way, we will develop a better understanding of organizational risks wherever they exist 
within the IRS. Wherever we find management failures or breakdowns in internal 
controls, we will move to correct these problems quickly and in a robust manner. As we 
move forward with our work, we will be transparent about what we learn, our specific 
plans for improvement, the actions we take and the results achieved. 

Of note, as part of our efforts to improve overall risk management at the IRS, I have 
appointed David Fisher as Senior Advisor and Chief Risk Officer. Mr. Fisher comes from 
the Government Accountability Office (GAO) where he was the Chief Administrative 
Officer and Chief Financial Officer. He brings a formidable background in financial 
management and internal controls, as well as experience leading complex government 
organizations. 

IRS Operations and the Fiscal Year 2014 Budget Proposal 

Although there is no question that the IRS is going through a very difficult time, it 
remains an indispensable organization, filled with dedicated and talented public servants, 
that is vital to the functioning of government and keeping our economy strong. In Fiscal 
Year 2012, the IRS collected more than $2.5 trillion in revenue to fund the federal 
government, approximately 92 percent of all federal receipts. During FY 2012, we 
processed more than 147 million individual tax returns and issued more than 120 million 
refunds to taxpayers totaling $333 billion. 
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Each year, the top priority of the IRS is to deliver a smooth filing season and to make the 
return filing experience prohlem-ffee for the American public. Although taxpayers 
frequently think of the IRS in terms of enforcement, a consistent point of contact with the 
IRS for the vast majority of Americans each year involves filing a return and receiving a 
refund, which last year averaged $3,000 per household. 

Aside from managing filing season, the IRS recently has made important progress on a 
number of strategic initiatives. An excellent example involves our work to improve 
offshore tax compliance. The IRS has worked to obtain information on owners of 
offshore accounts and conduct investigations and examinations to bring evaders into the 
system and to justice. The IRS also made available a special voluntary disclosure 
program (VDP) in 2009 and again in 2011, and reopened the program in 2012. To date, 
there have been approximately 38,000 voluntary disclosures from individuals, and the 
IRS has received back taxes and penalties totaling more than $5.5 billion. 

Elsewhere in the enforcement area, last week marked an important milestone as IRS 
Criminal Investigation participated in a multi-agency effort that led to the indictment of 
Liberty Reserve for allegedly running a $6 billion money laundering scheme. This is 
believed to be the largest international money laundering prosecution in history and 
involved law enforcement actions in 1 7 countries. 

The IRS has also made major strides in the fight against refund fraud and identity theft. 

So far this year the IRS has suspended or rejected more than 3.9 million questionable 
returns, and stopped more than 900,000 refunds determined to be fraudulent, worth more 
than $5.6 billion. Assisting taxpayers victimized by identity theft is also a priority. In 
2013 alone, the IRS has worked with identity theft victims to resolve and close more than 
350,000 cases. 

Along with enforcing the tax laws, the IRS also works to assist taxpayers in meeting their 
tax obligations. There is no better example of this than the support the IRS has provided 
in the wake of the recent tornado that devastated parts of Oklahoma. The IRS moved 
quickly to provide tax relief to tornado victims through actions such as extended return 
filing and payment deadlines. The IRS provided similar assistance after other recent 
disasters, including Hurricane Sandy and Hurricane Isaac. 

It is important that we continue to make progress on these and other major priorities of 
the IRS even as we act to address the serious problems that have recently come to light 
regarding the specific issue of reviewing tax-exempt organizations. It also must be noted 
that the IRS’ recent accomplishments and the critical work it continues to do are set 
against the backdrop of an extremely tough budget environment. 

Since FY 2010 and including the current fiscal year, IRS appropriations have been cut by 
nearly $1 billion (including more than $600 million in reductions from sequestration and 
rescissions this year). This represents nearly an 8 percent cut in our annual budget while 
the total population of individual and business filers grew by more than 4 percent over 
the same time period. Labor is our largest operating expense, and we have been very 
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focused on managing personnel costs. Through a hiring freeze and limited use of buyout 
authority last fiscal year, the IRS has reduced the total number of full-time permanent 
employees by almost 8,000, or about 9%, since 2010. In addition, due to the impact of 
sequestration on the IRS budget, IRS employees are taking several furlough days before 
the end of the fiscal year, which will inhibit our overall productivity. 

The President’s FY 2014 Budget seeks to reverse this downward trend in funding, so that 
the IRS can continue performing its critical role while sustaining positive results. The 
president has requested $12.9 billion in direct appropriations for the IRS, an increase of 
$1 billion over the FY 2012 enacted level of $1 1.8 billion. The direct appropriation, 
along with an estimated $1 10.6 million from reimbursable programs and an additional 
estimated $277.5 million from user fees, would bring the total operating level to 
approximately $13.2 billion. 

The funds requested for the IRS are vital to allowing the agency to carry out its mission, 
and continue making progress on important initiatives, including: improving service to 
taxpayers; increasing our efforts against refund fraud; making our compliance efforts 
more strategic; using new tools, data, and capabilities to conduct a balanced enforcement 
program, including improving our use of data received through third-party information 
reporting; and taking the next steps in building out our e-filing platforms and taxpayer 
account database. The IRS will also continue to administer tax-related provisions of 
major legislation, including the Foreign Account Tax Compliance Act (FATCA) and the 
Affordable Care Act. 

It is important to note that the portion of the FY 2014 IRS budget request devoted to 
enforcement activities includes a $412 million program integrity cap adjustment, which 
will reduce the deficit through above-base funding for high return on investment (ROl) 
tax enforcement and compliance programs. Of that total, $407 million will fund new 
activities that will enhance tax administration and build capabilities to meet tomorrow’s 
challenges. Once new hires are fully trained and have gained experience to reach their 
full potential in FY 2016, these resources are expected to raise $1.6 billion in additional 
revenue annually. The average return on investment for these activities is more than $6 to 
$1. The return on investment is even greater when factoring in the deterrence value of 
these investments and other IRS enforcement programs, which is estimated to be at least 
three times the direct revenue impact. The remaining $5 million will be transferred to the 
Alcohol and Tobacco Tax and Trade Bureau (TTB). 

The President’s budget proposal is vital to our efforts to keep tax administration moving 
forward effectively and efficiently. 1 also want to stress that it is a top priority for all of 
the IRS to continue its vital daily operations during this challenging period. 

Conclusion 

We have a great deal of work ahead of us to review and correct the serious problems that 
have occurred at the IRS and continue the important work of the agency on behalf of 
taxpayers. This work is being done every day by thousands of dedicated public servants 
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who remain committed to carrying out the agency’s mission. It is an honor for me to 
serve alongside them. I am confident that, together with Congress and other external 
stakeholders, we will address the current challenges and move forward with a stronger 
and more effective IRS. 

Mr. Chairman, Ranking Member Serrano, this concludes my testimony, 1 would be happy 
to answer your questions. 
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Acting Commissioner of Internal Revenue Daniel I. Werfe 



Daniel I. Werfel is Acting Commissioner of the Internal Revenue Service. As Acting Commissioner, he 
presides over the nation’s tax system, which collects approximately $2.4 trillion in tax revenue each year. 
This revenue funds most government operations and public services. Mr. Werfel manages an agency of 
about 90,000 employees and a budget of more than $11 billion. 

As Acting Commissioner, Mr. Werfel is working to ensure that the IRS administers the tax code with 
fairness and integrity, and maintains a balance between taxpayer service and tax enforcement. 

Prior to his appointment as Acting Commissioner, Mr. Werfel was Controller of the Office of Management 
and Budget (OMB), where he led efforts across the federal government to improve program integrity, 
including all areas of financial management, financial reporting, accounting standards, improper 
payments and financial systems, among others. While at OMB, Mr. Werfel also served as Deputy 
Controller, Chief of the Fihancial Integrity and Analysis Branch, Budget Examiner in the Education 
Branch, ahd Policy Analyst in the Office of Information and Regulatory Affairs. Mr, Werfel has also served 
as a Trial Attorney in the Department of Justice’s Civil Rights Division. 

Mr. Werfel has received both national and local awards from the Association of Government Accountants 
for his contributions to Federal financial management. He received the Presidential Rank Award for 
Meritorious Service in 2008, Mr, Werfel also served as a member of the Federal Accounting Standards 
Advisory Board from 2006 to 2009. 

Mr. Werfel holds a Master’s Degree in Public Policy from Duke University, a Juris Doctor from the 
University of North Carolina at Chapel Hill and a Bachelor’s Degree in Industrial and Labor Relations from 
Cornell University. 
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Mr. Crenshaw. And now we will turn to J. Russell George, In- 
spector General, for any openings remarks he would like to make. 

Mr. George. Thank you, sir. Chairman Crenshaw, Ranking 
Member Serrano, Chairman Rogers, Ranking Member Lowey, 
members of the Subcommittee, thank you for the opportunity to 
discuss our audit recommendations concerning the Internal Rev- 
enue Service’s treatment of groups that apply for tax exempt sta- 
tus. 

As you know, our audit was initiated based on concerns ex- 
pressed regarding taxpayer allegations that they were subjected to 
unfair treatment by the IRS. Our review confirmed that the IRS 
targeted specific groups applying for tax exempt status, it delayed 
the processing of these groups’ applications, and it also requested 
unnecessary information from these groups. To its credit, during 
our audit, the IRS took some actions to address these problem 
areas. 

The IRS corrected the inappropriate criteria for selecting applica- 
tions for additional scrutiny as potential political cases in May 
2012. The revised criteria focused on indicators of significant polit- 
ical campaign intervention, not on names or policy positions. These 
revisions were still in place in December 2012 at the end of our 
audit field work. 

The IRS also put two new controls in place by having Exempt 
Organizations headquarters in Washington, D.C. involved in re- 
viewing all criteria included on the “Be On the Look Out” listing 
and in reviewing all letters requesting additional information for 
potential political cases. 

However, we identified other areas needing improvement. We re- 
viewed two statistical samples of the Internal Revenue Code sec- 
tion 501(c)(4) applications and estimate that the determinations 
unit specialist did not identify more than 175 applications with in- 
dications of significant campaign intervention that should have 
been referred to the team of specialists for review. 

Furthermore, of the 296 potential political cases we reviewed, al- 
most one-third, 91 cases, did not contain indications of significant 
campaign intervention in the case file. 

As noted, we made nine recommendations in our report. The IRS 
should formalize its new requirement for an Exempt Organization’s 
executive to approve all criteria on the “Be On The Look Out” list- 
ing. The IRS plans to incorporate this requirement in its manual 
by September 30th of this year. The IRS should require that spe- 
cialists document the specific reasons why applications are chosen 
for review for potential political cases. The IRS informed us that 
it would review its screening procedures and determine what docu- 
mentation can be implemented by September 30th of this year. 

The IRS should develop a process for formally requesting assist- 
ance from the Exempt Organization’s Technical Unit to ensure that 
requests are responded to timely. The IRS indicated that it would 
develop a formal process by June 30th of this year. The IRS should 
provide oversight to ensure open cases are approved or denied ex- 
peditiously. The IRS agreed to closely oversee the remaining open 
cases as of April 30th of this year; however, it did not provide a 
date for completing the cases. 
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The IRS should recommend to the Department of the Treasury 
the guidance on how to measure the “primary activity” of social 
welfare organizations be considered. The IRS agreed to share this 
recommendation with the its Chief Counsel and the Treasury’s Of- 
fice of Tax Policy by May 3rd of this year. 

The IRS should provide training and guidance in four areas. 
First, properly identifying applications requiring additional review 
of campaign intervention activities; second, processing applications 
for tax exempt status involving potential campaign intervention; 
third, understanding what constitutes campaign intervention; and 
fourth, requesting additional information and how to word the 
questions. The IRS plans to develop a schedule by January 31st, 
2014, to provide the staff the recommended training. 

In closing, the IRS still has work to do to resolve these troubling 
allegations and to ensure that they do not happen again. We plan 
to conduct additional audits to assess the IRS’ progress in address- 
ing our recommendations. We also plan to review how the IRS 
monitors social welfare, agricultural, labor, and business league or- 
ganizations to ensure that political campaign intervention does not 
constitute their primary activity. 

TIGTA is also continuing to look into whether any violations of 
the Internal Revenue Service Restructuring and Reform Act of 
1998 have occurred and if any inappropriate influence caused the 
change in criteria and the unnecessary questions posed to appli- 
cants. 

Chairman Crenshaw, Ranking Member Serrano, Chairman Rog- 
ers, Ranking Member Lowey, thank you for the invitation to pro- 
vide my perspective on this issue. 

[The information follows:] 
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Chairman Crenshaw, Ranking Member Serrano, and Members of the 
Subcommittee, thank you for the invitation to provide testimony on the subject of the 
Internal Revenue Service’s (IRS) processing of certain applications for tax-exempt 
status. The Treasury Inspector General for Tax Administration, also known as TIGTA, 
has provided ongoing oversight of the IRS’s Tax Exempt and Government Entities 
Division, Exempt Organizations’ (EO) customer service and compliance efforts, 
including those related to political activities. For example, several reviews have 
covered the IRS’s political activities compliance initiative,^ as well as the processing of 
political action committees’ returns.^ 

My testimony today focuses on the recommendations in our most recently 
issued report and the areas where improvement is needed,^ In this report, TIGTA 
determined whether allegations were founded that the IRS: 1) targeted specific 
groups applying for tax-exempt status, 2) delayed processing targeted groups' 
applications for tax-exempt status, and 3) requested unnecessary information from 
targeted groups. Our report is included as an attachment to the testimony, and I will 
provide highlights of our key findings. 


’ TIGTA, Ref. No. 2005-1 0-035, Review of the Exempt Organizations Function Process for Reviewing 
Alleged Political Campaign Intervention By Tax-Exempt Organizations (Feb. 2005); 

TIGTA, Ref. No. 2008-10-117, Improvements Have Been Made to Educate Tax-Exempt Organizations and 
Enforce the Prohibition Against Political Activities, but Further Improvements Are Possible (June 2008), 

^ TIGTA, Ref. No. 2005-10-125, Additional Actions Are Needed to Ensure Section 527 Political 
Organizations Publicly Disclose Their Actions Timely and Completely (Aug. 2005); 

TIGTA, Ref. No. 2010-10-018, Improvements Have Been Made, but Additional Actions Could Ensure That 
Section 527 Political Organizations More Fully Disclose Financial Information (Feb. 2010). 

® TIGTA, Ref. No. 201 3-10-053, Inappropriate Criteria Were Used to Identify Tax-Exempt Applications for 
Review (May 2013). 
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Organizations, such as Internal Revenue Code (I.R.C.) Section (§) 501(c)(3)'‘ 
charities, seeking Federal tax exemption are required to file an application with the 
IRS. Other organizations, such as I.R.C. § 501(c)(4)® social welfare organizations,® 
may file an application but are not required to do so. The IRS’s EO function’s Rulings 
and Agreements office, which is based in the Washington, D.C. headquarters office, is 
responsible for processing applications for tax exemption. Within the Rulings and 
Agreements office, the Determinations Unit in Cincinnati, Ohio, is responsible for 
reviewing applications as they are received to determine whether the organization 
qualifies for tax-exempt status. If the Determinations Unit needs technical assistance^ 
processing applications, it may call upon the Technical Unit in Washington, D.C., 
which is within the Rulings and Agreements headquarters office. 

Most organizations requesting tax-exempt status must submit either Form 
1023, Application for Recognition of Exemption Under Section 501(c)(3) of the 
Internal Revenue Code, or Form 1 024, Application for Recognition of Exemption 
Under Section 501 (a), ^ depending on the type of tax-exempt organization. 

The I.R.C. section under which an organization is granted tax-exempt status 
affects the activities it may undertake. For example, I.R.C. § 501 (c)(3) charitable 
organizations are prohibited from directly or indirectly participating in or intervening in 
any political campaign on behalf of or in opposition to any candidate for public office 
(hereinafter referred to as political campaign intervention).® However, I.R.C. § 501(c)(4) 
social welfare organizations, I.R.C. § 501(c)(5)''’ agricultural and labor organizations," 


"I.R.C. §501 (C)(3) (2012). 

° I.R.C. §501 (c)(4) (2012). 

’’ Organizations that promote social welfare primarily promote the common good and general welfare of the 
people of the community as a whole, such as nonprofit organizations providing financial counseling, youth 
sports, and public safety. 

’ Assistance such as interpretation of the tax law or guidance on issues that are not covered by clearly 
established precedent. 

' Form 1 024 Is used by organizations seeking tax-exempt status under a number of other I.R.C. sections, 
including I.R.C. § 501(c)(4) social welfare organizations, I.R.C § 501(c)(5) agricultural and labor 
organizations, and I.R.C. § 501(c)(6) business leagues. 

° Political campaign intervention is the term used in Treasury Regulations §§ 1.501(c)(3)-1, 1.501(c)(4)-1, 
1.501(c)(5)-1, and 1.501 (c)(6)-1. I.R.C. § 501(c)(3) defines political campaign intervention as directly or 
indirectly participating in or intervening in any political campaign on behalf of or in opposition to any 
candidate for public office. 

’°I.R.C.§ 501(c)(5) (2012). 

Agricultural organizations promote the interests of persons engaged in raising livestock or harvesting 
crops, and labor organizations include labor unions and collective bargaining associations. 
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and I.R.C, § 501(c)(6)’^ business leagues’^ may engage in limited political campaign 
intervention per the Treasury Regulations.’'' 

The IRS receives thousands of applications for tax-exempt status annually. 
Between fiscal years 2009 and 2012, the IRS received approximately 60,000 to 65,000 
applications for I.R.C. § 501(c)(3) status each year. In addition, receipts for 
I.R.C. § 501 (c)(4) applications increased between fiscal years 2009 and 2012 from 
approximately 1,700 to more than 3,300 annually. 

During the 2012 election cycle, some Members of Congress raised concerns to 
the IRS about its selective enforcement efforts and reemphasized its duty to treat similar 
organizations consistently. In addition, several organizations applying for 
I.R.C. § 501(c)(4) tax-exempt status made allegations that the IRS: 1) targeted specific 
groups applying for tax-exempt status, 2) delayed the processing of targeted groups’ 
applications for tax-exempt status, and 3) requested unnecessary information from 
targeted organizations. Lastly, several Members of Congress requested that the IRS 
investigate whether existing social welfare organizations are improperly engaged in a 
substantial, or even predominant, amount of campaign activity.'® 

We initiated this audit based on concerns expressed by Congress and reported in 
the media regarding the IRS’s treatment of organizations applying for tax-exempt status. 
We focused our efforts on reviewing the processing of applications for tax-exempt status 
and determining whether allegations made against the IRS were founded. Over 600 
tax-exempt application case files were reviewed by TIGTA. We did not review whether 
specific applications for tax-exempt status should be approved or denied. We also did 
not review any IRS examinations of tax-exempt organizations in this audit. 

Results of Review 


In summary, we found that all three allegations were substantiated. The IRS used 
inappropriate criteria that identified for review Tea Party and other organizations applying 
for tax-exempt status based upon their names or policy positions instead of indications of 
potential political campaign intervention. Because of ineffective management by IRS 
officials: 1) inappropriate criteria were developed and stayed in place for a total of more 


" I.R.C. § 501(c)(6) (2012). 

Nonprofit organizations such as chambers of commerce, real estate boards, and boards of trade that 
promote the improvement of business conditions. 

Treasury Regulations §§ 1.501 (c)(4)-1, 1.501(c)(5)-1, and 1.501(c)(6)-1. 

A second audit is planned to assess how the EO function monitors I.R.C. §§ 501 (c)(4)-(6) organizations 
to ensure that political campaign intervention does not constitute their primary activity. 
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than 18 months, 2) there were substantial delays in processing certain applications, and 
3) unnecessary information requests were issued to the organizations. 

Inappropriate Criteria Were Used to Identify Potential Political Cases 

The IRS developed and began using criteria to identify tax-exempt applications 
for additional review by a team of specialists that inappropriately identified specific 
groups applying for tax-exempt status based on their names or policy positions, instead 
of developing criteria based on tax-exempt laws and Treasury Regulations. The criteria 
evolved during 2010 and 201 1 . By June 2011, these criteria had been expanded to 
include the following: 



The Director, EO, stated that the expanded criteria were a compilation of various 
Determinations Unit specialists' responses on how they were identifying Tea Party 
cases. We asked the Acting Commissioner, Tax Exempt and Government Entities 
Division; the Director, EO; and Determinations Unit personnel if the criteria were 
influenced by any individual or organization outside the IRS. All of these officials stated 
that the criteria were not influenced by any individual or organization outside the IRS, 
Instead, the Determinations Unit developed and implemented inappropriate criteria due 
to insufficient oversight provided by management and other human capita! challenges. 
Specifically, only first-line management in Cincinnati, Ohio approved references to the 
Tea Party in the “Be On the Look Out” (BOLO) listing criteria. As a result, inappropriate 
criteria remained in place for more than 18 months.’® Determinations Unit managers 
and employees also did not consider the public perception of using these criteria when 
identifying these cases. Moreover, the criteria showed that the Determinations Unit 
specialists lacked knowledge of what activities are allowed by I.R.C. § 501(c)(3) and 
I.R.C. § 501(c)(4) organizations. 

However, developing and using criteria that focus on organization names and 
policy positions instead of the activities permitted under the Treasury Regulations does 
not promote public confidence that tax-exempt laws are being applied impartially. The 
IRS’s actions regarding the use of inappropriate criteria over such an extended period of 


The 1 8 months were not consecutive. There were two different time periods when the criteria were 
inappropriate (May 2010 to July 2011 and January 2012 to May 2012). 
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time has brought into question whether the IRS has treated all taxpayers fairly, which is 
an essential part of its mission statement.'^ 

After being briefed on the expanded criteria in June 201 1 , the Director, EO, 
immediately directed that the criteria be changed. In July 201 1 , the criteria were 
changed to focus on the potential “political, lobbying, or advocacy” activities of the 
organization and references to these cases were changed from “Tea Party cases" to 
“advocacy cases.” These criteria were an improvement over using organization names 
and policy positions. 

However, the team of Determinations Unit specialists subsequently changed the 
criteria in January 2012 without senior IRS official approval because they believed the 
July 201 1 criteria were too broad. The January 2012 criteria again focused on the 
policy positions of organizations, instead of tax-exempt laws and Treasury Regulations. 
After three months, the Director, Rulings and Agreements, in Washington, D.C, learned 
the criteria had been changed by the team of specialists and subsequently revised the 
criteria again in May 2012. The May 2012 criteria more clearly focus on activities 
permitted under the Treasury Regulations. As a result of changes made to the criteria 
without management knowledge, the Director, Rulings and Agreements, issued a 
memorandum requiring all original entries and changes to criteria included on the BOLD 
listing be approved at the executive level prior to implementation. We are not aware of 
any additional changes to the criteria through December 2012 when our audit fieldwork 
concluded. We are continuing to look into whether any violations of the Internal 
Revenue Service Restructuring and Reform Act of 1998’® (RRA 98) have occurred and 
if any political influence caused the change in criteria and the unnecessary questions.’® 

Another area needing improvement is the screening of tax-exempt applications 
for potential political campaign intervention. We determined that the Determinations 
Unit specialists did not identify all applications with indications of significant political 
campaign intervention. As a result, these cases were not referred to the team of 
specialists for further review. Based on our review of two statistical samples of 


” The IRS’s mission is to provide America's taxpayers top-quality service by helping them understand and 
meet their tax responsibilities and enforce the law with integrity and fairness to all. 

Pub, L. No. 105-206, 112 Stat. 685. 1998 (codified as amended in scattered sections of 2 U.S.C., 

5 U.S.C. app., 16 U.S.C., 19 U.S.C., 22 U.S.C., 23 U.S.C., 26 U.S.C., 31 U.S.C., 38 U.S.C., and 
49 U.S.C.). 

For example, it is a violation of RRA 98 § 1203(b)(3) for IRS employees to violate a taxpayer's civil 
rights, a violation of RRA 98 § 1203(b)(4) to falsity or destroy documents to conceal mistakes made by any 
employee with respect to a matter involving a taxpayer or taxpayer representative, and a violation of 
RRA 98 § 1203(b)(6) for IRS employees to violate the Internal Revenue Code, Treasury Regulations, or 
policies of the IRS tor purposes of retaliating against or harassing a taxpayer. Proven violations of Section 
1203 require the termination of the offending IRS employee. 
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I.R.C. § 501(c)(4) applications, we estimate that more than 175 organizations with 
indications of significant political campaign intervention were not referred to the team of 
specialists for further review. 

In addition, while we determined that the majority of the 296 potential political 
cases we reviewed included indications of significant political campaign intervention, 91 
cases (31 percent) did not. Of the 91 cases, 17 involved Tea Party, Patriots, or 9/12 
organizations. The IRS disagreed with this finding that the cases did not include 
indications of significant political campaign intervention;^’ however, the IRS screeners 
did not document in the case files the specific reason why the applications were 
selected for further review and we did not find evidence in the 91 case files of significant 
political campaign intervention. 

We made three recommendations to address the findings for this allegation. One 
was to ensure that the requirement for the IRS headquarters executive^^ to approve any 
changes to the BOLO listing criteria was formalized in the Internal Revenue Manual. 

The second recommendation was to develop procedures to document the case file with 
the reason applications are selected for additional review by the team of specialists. 

The IRS provided a September 30, 2013 completion date for these two actions. The 
third was to develop training before each election cycle on the proper ways to identify 
applications for tax-exempt status that require additional review of political campaign 
intervention activities. The IRS provided a January 31, 2014 completion date for 
developing training and preparing a schedule for delivering the new training. 

In addition, we noted during our audit that the use of organization names on the 
BOLO listing was not unique to potential political cases. We are now reviewing whether 
the IRS inappropriately used names and policy positions to group together applications 
for other types of review and what effect that may have had on how those applications 
were processed. 


“ These two statistical samples were selected from I.R.C. § 501 (c)(4) applications that were closed from 
May 2010 through May 2012. 

Exempt Organizations function officials stated that applications may not literally include statements 
indicating significant political campaign intervention; however, they contend based on past experience that 
certain statements or vague descriptions of certain activities potentially involve political campaign 
intervention. 

Exempt Organizations Director, Rulings and Agreements. 
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Potential Political Cases Experienced Significant Processing Delays 

The organizations that applied for tax-exempt status and had their applications 
forwarded to the team of specialists for additional review experienced substantial 
delays. As of December 17, 2012, many organizations had not received an approval or 
denial letter for more than two years after they submitted their applications. Some 
cases have been open during two election cycles (2010 and 2012). 

Potential political cases took significantly longer than average to process due to 
ineffective management oversight. Once cases were initially identified for processing by 
the team of specialists in February 2010, the Determinations Unit Program Manager 
requested assistance via e-mail from the Technical Unit to ensure consistency in 
processing the cases. However, the Determinations Unit waited more than 20 months 
(February 2010 to November 201 1) to receive draft written guidance from the Technical 
Unit for processing potential political cases. 

The team of specialists stopped working on potential political cases from 
October 2010 through November 2011, resulting in a 13-month delay, while they waited 
for assistance from the Technical Unit in Washington, D.C. Some organizations received 
requests for additional information in Calendar Year 2010 and then did not hear from the 
IRS again for more than a year while the Determinations Unit waited for assistance from 
the Technical Unit. For the 296 potential political cases we reviewed, as of 
December 17, 2012, 108 applications had been approved, 28 were withdrawn by the 
applicant, none had been denied, and 160 cases were open from 206 to 1,138 calendar 
days (some crossing two election cycles). 

For applications for tax-exempt status under I.R.C. § 501 (c)(3), the tax law 
provides organizations with the legal right to sue the IRS to force a decision on their 
applications if the IRS does not approve or deny their applications within 270 calendar 
days.^^ As of the conclusion of our audit in February 201 3, none of the 32 I.R.C. § 

501 (c)(3) potential political cases that were open more than 270 calendar days^^ had 
sued the IRS. We have subsequently learned that a lawsuit has been filed on behalf of 
two organizations applying for § 501(c)(3) tax-exempt status. 

We made five recommendations to address the findings for this allegation. The 
first was to develop a process for formally requesting assistance from the T echnical Unit 
to ensure that the requests are responded to timely. The IRS provided a June 30, 201 3 
completion date for this action. The second recommendation was to develop guidance 


“ Revenue Procedure 2012-09 provides further guidance on the implementation of this right. 

These 32 organizations had responded timely to all requests for additional information, as required. 
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to process requests for tax-exempt status involving potentially significant political 
campaign intervention and publish the guidance on the Internet. The IRS provided a 
January 31 , 2014 completion date for developing training and preparing a schedule for 
delivering training, but did not comment on developing new guidance. The third was to 
develop training that should be held before each election cycle that includes what 
constitutes political campaign intervention. The IRS provided a January 31 , 2014 
completion date for developing training and preparing a schedule for delivering the new 
training. The fourth was to ensure that potential political cases, some of which have 
been in process for three years, are approved or denied expeditiously. The IRS 
provided an April 30, 2013 completion date for this action. However, this action was 
principally to provide close oversight on the remaining open cases and to work them as 
expeditiously as possible, not to close all cases by April 30, 2013. The fifth was to have 
IRS Chief Counsel and the Department of the Treasury consider guidance on how to 
measure the “primary activity” of I.R.C. § 501(c)(4) social welfare organizations. The IRS 
provided a May 3, 2013 completion date for sharing this recommendation with the IRS 
Chief Counsel and the Treasury Office of Tax Policy. We do not know whether a 
decision has been made on any new guidance. 

The IRS Requested Unnecessary Information for Many Potential Political Cases 

After receiving draft guidance in November 201 1 from the Technical Unit on 
processing potential political cases, a team of specialists^® in the Determinations Unit 
began sending requests for additional information in January 2012 to organizations that 
were applying for tax-exempt status. These letters requested that the information be 
provided in two or three weeks (as is customary in these letters) despite the fact that the 
IRS had done nothing with some of the applications for more than one year. After the 
letters were received, organizations seeking tax-exempt status, as well as Members of 
Congress, expressed concerns about the type and extent of questions being asked. 

After these concerns were raised, the Director, EO, stopped issuance of additional 
information request letters and provided an extension of time to respond to previously 
issued letters. EO function headquarters employees in Washington, D.C. reviewed the 
additional information request letters prepared by the team of specialists and identified 
seven questions that they deemed unnecessary, including requests for donor 
information, position on issues, and whether officers have run for public office. 
Subsequently, the EO function instituted the practice that all additional information 
request letters for potential political cases be reviewed by the EO function headquarters 
office before they are sent to organizations seeking tax-exempt status, in addition, EO 


“ This team of specialists was different than the specialists who were using the inappropriate criteria and 
BOLO listing to identify potential political cases for additional review. 
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function officials informed us that they decided to destroy all donor lists that had been 
sent in for potential political cases which the IRS determined it should not have 
requested. 

The Determinations Unit requested unnecessary information because of a lack of 
managerial review, at all levels, of these information requests before they were sent to 
organizations seeking tax-exempt status. Additionally, as mentioned earlier, we 
concluded that Determinations Unit specialists lacked knowledge of what activities are 
allowed by I.R.C. § 501 (c)(4) tax-exempt organizations. In May 2012, a two-day 
workshop was provided to the team of specialists to train them on what activities are 
allowable by I.R.C. § 501(c)(4) organizations, including lobbying and political campaign 
intervention. 

To address this allegation, we recommended that training or workshops be 
developed and held before each election cycle that includes how to word questions in 
additional information request letters and what additional information should be 
requested. The IRS provided a January 31, 2014 completion date for developing training 
and preparing a schedule for delivering the new training. In addition, it is Important to 
ensure that the new control by the Exempt Organizations headquarters office in 
reviewing all potential political cases' additional information request letters is working 
effectively. 

IRS’s Response to Our Recommendatiorrs 

The IRS agreed to seven of our nine recommendations and proposed alternative 
corrective actions for two of our recommendations. However, after our report was 
publicly issued. President Obama directed Treasury Secretary Lew to implement each of 
our recommendations. In turn. Secretary Lew instructed the newly appointed Acting IRS 
Commissioner, Mr, Werfel, to implement, fully and promptly, all nine of our report 
recommendations. Until all of our recommendations are fully implemented and the 
numerous applications that were open as of December 2012 are closed, we do not 
consider the concerns in this report to be resolved. The attached TIGTA report includes 
additional information on all nine recommendations and the IRS’s planned corrective 
actions and completion dates. 

We plan to perform a separate audit to assess the IRS’s progress in addressing 
the recommendations made in our report. In addition, as part of our mission, TIGTA will 
also determine whether any criminal activity or administrative misconduct occurred 
during this process. Furthermore, we plan to conduct a review to assess how the IRS 
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monitors I.R.C. sections 501 (c)(4)-(6) organizations to ensure that political campaign 
intervention does not constitute their primary activity. 

We at TIGTA are committed to delivering our mission of ensuring an effective and 
efficient tax administration system and preventing, detecting, and deterring waste, fraud, 
and abuse. As such, we plan to provide continuing audit and investigative coverage of 
the IRS's efforts to administer the tax-exempt laws. 

Chairman Crenshaw, Ranking Member Serrano, and Members of the 
Subcommittee, thank you for the opportunity to update you on our work on this tax 
administration issue. 
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J. Russell George 
Treasury Inspector General for Tax 
Administration 

Following his nomination by President George W. Bush, the 
United States Senate confirmed J. Russell George in 
November 2004, as the Treasury Inspector General for Tax 
Administration. Prior to assuming this role, Mr. George served 
as the Inspector General of the Corporation for National and 
Community Service, having been nominated to that position by 
President Bush and confirmed by the Senate in 2002. 

A native of New York City, where he attended public schools, including Brooklyn 
Technical High School, Mr. George received his Bachelor of Arts degree from Howard 
University in Washington, D.C., and his Doctorate of Jurisprudence from Harvard 
University's School of Law in Cambridge, MA. After receiving his law degree, he 
returned to New York and served as a prosecutor in the Queens County District 
Attorney's Office. 

Following his work as a prosecutor, Mr. George joined the Counsel's Office in the White 
House Office of Management and Budget where he was Assistant General Counsel. In 
that capacity, he provided legal guidance on issues concerning presidential and 
executive branch authority. He was next invited to join the White House Staff as the 
Associate Director for Policy in the Office of National Service. It was there that he 
implemented the legislation establishing the Commission for National and Community 
Service, the precursor to the Corporation for National and Community Service. He then 
returned to New York and practiced law at Kramer, Levin, Naftalis, Nessen, Kamin & 
Frankel. 

In 1995, Mr. George returned to Washington and joined the staff of the Committee on 
Government Reform and Oversight and served as the Staff Director and Chief Counsel 
of the Government Management, Information and Technology subcommittee (later 
renamed the Subcommittee on Government Efficiency, Financial Management and 
Intergovernmental Relations), chaired by Representative Stephen Horn. There he 
directed a staff that conducted over 200 hearings on legislative and oversight issues 
pertaining to Federal Government management practices, including procurement 
policies, the disposition of government-controlled information, the performance of chief 
financial officers and inspectors general, and the Government's use of technology. He 
continued in that position until his appointment by President Bush in 2002. 
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In addition to his duties as the Inspector General for Tax Administration, Mr. George 
serves as a member of the Recovery Accountability and Transparency Board, a non- 
partisan, non-political agency created by the American Recovery and Reinvestment Act 
of 2009 to provide unprecedented transparency and to detect and prevent fraud, waste, 
and mismanagement of Recovery funds. There, he serves as chairman of the 
Recovery.gov committee, which oversees the dissemination of accurate and timely data 
about Recovery funds. 

Mr. George also serves as a member of the Integrity Committee of the Council of 
Inspectors General for Integrity and Efficiency (CIGIE). CIGIE is an independent entity 
within the executive branch statutorily established by the Inspector General Act, as 
amended, to address integrity, economy, and effectiveness issues that transcend 
individual Government agencies; and increase the professionalism and effectiveness of 
personnel by developing policies, standards, and approaches to aid in the 
establishment of a well-trained and highly skilled workforce in the offices of the 
Inspectors General. The CIGIE Integrity committee serves as an independent review 
and investigative mechanism for allegations of wrongdoing brought against Inspectors 
General. 
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Mr. Crenshaw. Well, thank you very much. I thank both of you 
all for your testimony. We are going to turn to questions from the 
members of the Subcommittee, and I am going to recognize the 
members in order of seniority who were here when the hearing 
started, and then I will recognize those in order which they ar- 
rived, and we will go from side to side. 

TRUSTWORTHINESS 

So, let me start out and let me ask you, Mr. Werfel. It is good 
to hear your perspective, because you are the new guy. I think, if 
you add them up, you have been here 12 days, that probably count- 
ing weekends, and you have probably been working on the week- 
ends, and in another 18 days, you are expected to give a kind of 
a first look at a 30-day review of what has gone on here. I think 
we have all looked at the facts and we recognize that what has 
happened here has really shaken the trust of the American people 
in the IRS and in its ability to be fair and impartial. As I said ear- 
lier, I think you have to have a fair and impartial agency that is 
going to collect taxes when you base the collections on vol- 
unteerism. People voluntarily pay their taxes, but they need to be 
able to trust the agency that is collecting those taxes. 

One of the problems I have found is that this went on for some 
time and yet no one spoke up. Now, there is some question, is this 
some rogue agents in Cincinnati? It is hard to believe that some- 
body just stood up one day and said, hey, here is a way that we 
can really embarrass people of a particular political philosophy. 
But we are trying to figure out what happened, and I know you 
want to figure out what happened, and you are going to conduct 
a top-to-bottom review of that. But one of the problems we have 
had is that we never get straight answers. The story seems to 
change from time to time. The facts seem to change from time to 
time, and I think that is why we all want to work with you to find 
out what happened. 

Most importantly, we want to make sure it doesn’t happen again. 
We want to help you help us all figure out some way that we can 
restore the trust of the American people in the IRS, because as you 
know, and most people are just now realizing, the IRS is going to 
be the face of this new Affordable Care Act, the so-called 
ObamaCare. It is the IRS that is going to be charged with making 
sure that people not only to have insurance, but the right type of 
insurance. And when they don’t have the right type of insurance, 
the IRS is going to be the agency to say we are going to collect a 
penalty. 

It seems to me that more important than ever before, we are in 
a critical time, we got to do everything we can do to make sure that 
we let people know that you can trust the IRS, that they are going 
to be fair and impartial, and that is what you want to do. 

So, let me start by just asking you, do you feel like the IRS has 
betrayed the trust of the American people? 

Mr. Werfel. I do, Mr. Chairman. I think that is why, in think- 
ing about this in terms of my primary mission, it is to restore that 
trust. I am hopeful that by the end of this hearing today, for the 
various questions that you ask, that I can lay out our approach, but 
I think it has to start with a recognition that the trust has been 
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violated and it has to start with the recognition that we have to 
get all the facts out. And part of this process of restoring the trust, 
which is a multi-step process, is to start with making sure that you 
are getting those facts out, that you are understanding who needs 
to be held accountable for the breakdowns that occurred, or the 
missteps that occurred, that led to that violation of trust. We have 
to fix the problem. 

Part of the fact-finding is not only to get to the accountability 
element, it is to understand the root of what caused this break- 
down to occur, because that is going to help us fix it, in putting 
the right controls and processes in place to make sure it never hap- 
pens again. 

And then I don’t think it is smart to stop there. I think that this 
type of problem, and when you look at the conference report that 
just came out, it shows that there are other issues throughout the 
IRS, other control issues, managerial oversight issues that we need 
to thoroughly look at and start bringing into the public light. I am 
planning to work very closely with the Inspector General on this 
to make sure that we have an understanding across the entire 
agency where the weaknesses are and how do we fix them. And it 
is really not just me and the Inspector General. It is a partnership 
with Congress 


COOPERATION 

Mr. Crenshaw. I am glad to hear you say that because I do 
think that bad news doesn’t get better when time goes by, and I 
think you are committed, we are committed to trying to find out 
what went on and let those facts lead us where they lead us. But 
let me ask you one more question, and I am glad to hear you say 
that you do believe that the trust of the American people been be- 
trayed because it seems fairly obvious, but I want to ask you if you 
are willing to cooperate fully with these congressional investiga- 
tions that are going on so that we can find out what went on, and 
again, restore the trust the American people need to have. 

Mr. Werfel. Absolutely. You have my commitment for full co- 
operation. 

Mr. Crenshaw. Well, thank you very much. Now I will turn to 
Mr. Serrano. 


PREVENTING INAPPROPRIATE ACTIVITY 

Mr. Serrano. Thank you, Mr. Chairman. 

I am going to ask you a question that may sound easy, but if 
analyzed, I think it is a more tougher question than it would 
sound. I can assure you that there are many members of Congress 
who would like to map out the future of the IRS. You are not one 
of the most popular agencies now. You never were, but you are cer- 
tainly not one of the more popular ones now. 

And so, rather than doing that, we on this committee are charged 
with a special responsibility. We have to allocate dollars and then 
we also have to make sure that those dollars are spent properly. 
Others may just comment on how those dollars are spent, but we 
have to come up with those dollars and then oversee those dollars 
in many ways. 
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So my questions to you is, what concrete steps that we on this 
committee, Appropriations Committee, can take to prevent this sort 
of inappropriate activity from happening again? I am giving you an 
opportunity, both of you, to tell this committee what can he done 
by us to make sure this doesn’t happen again. 

Mr. Werfel. Well, I will start. I think first, holding hearings like 
this, asking us the right questions to make sure that there is trans- 
parency, from both the Inspector General and the IRS in terms of 
the facts and circumstances that were in existence when this hap- 
pened, helping us evaluate what the right fixes are. I mean, I have 
only been here for a few days, and when I start to dig into this 
issue around how do you appropriately set up a (c)(4) review proc- 
ess, there aren’t a lot of easy answers in terms of making sure it 
is set up right. 

That doesn’t mean we are not going to find those answers, we 
will, but it strikes me that trying to find those answers just within 
the IRS, in an insular way, is definitely not the right answer. We 
have to surface these issues. There are experts sitting across from 
me right now in terms of the IRS and how it operates. There are 
experts in the Inspector General’s office. There are external experts 
that have been looking at and evaluating the IRS for years. We 
need to bring these people together and sort through what the 
issues are. 


FUNDING 

And since we are sitting here in front of Appropriators, I think 
it makes sense to talk about funding, and one of the important 
points I want to make is that the solution here is, in my opinion, 
not more money. The solution here in this situation is to under- 
stand what controls need to be put in place, what oversight, getting 
the right leadership in place, the right processes in a collective 
way, and then determining what the resource footprint is that is 
needed to sustain those in an effective way. 

If you start with more money, it is the wrong starting point. The 
right starting point has to be what is the optimal footprint or 
framework for doing this right. Then we sit down and we figure out 
what the resource allocation is, and that is why what I offer to you 
is, I think, the right way to analyze the situation, and I am very 
open and eager to work with you on that. 

Mr. Serrano. Thank you. 


OVERSIGHT 

Mr. George. Mr. Serrano, as our audit concluded, what hap- 
pened in this instance was a result of gross mismanagement of a 
key program, a key function of the Internal Revenue Service. That 
said, I associate myself with the comments that the Commissioner 
indicated. I would add to that, something that Chairman Rogers in- 
dicated, conditions on funding, regular reports to the committees of 
jurisdiction, in this instance, the House Appropriations Committee, 
for the IRS to regularly report how they expended their funds, and 
of course, the oversight responsibilities that the Inspector General’s 
office has in addition to that type of activity. 
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Mr. Serrano. So, you both would welcome or not oppose a deep- 
er oversight role by the Appropriations Committee in this par- 
ticular case? 

Mr. George. I think it is very important that that occur, sir. 

MISMANAGEMENT 

Mr. Serrano. And when you say “gross mismanagement,” and I 
close with this, Mr. Chairman, was that mismanagement as re- 
ported in the press, or as some have said, one that targeted groups 
based on what those groups believed in, or do you believe that it 
was so mismanaged that it didn’t care who it held up or who it 
asked silly questions of? 

Mr. George. Sir, for me, I could not give you a definitive answer 
at this time because there is an ongoing review of this matter by 
my organization and others, obviously, on this, but there is no 
question that there is a little of both in this matter. 

Mr. Serrano. All right. Thank you, Mr. Chairman. 

Mr. Crenshaw. Thank you. Mr. Rogers. 

Mr. Rogers. Mr. Werfel, I am beginning to like you when you 
say you don’t want more money. That is music to my ears, and I 
am sure the chairman feels the same. 

BONUSES 

Now, in addition to the $50 million for conferences over the last 
3 years, the press is reporting that the IRS paid out more than $92 
million in bonuses during that 3-year period, and within that sum, 
key figures in the current scandal got bonuses. Sara Hall Ingram, 
the former Commissioner of the Tax Exempt and Government Divi- 
sion that was responsible for overseeing the 501(c)(4) applications, 
received bonuses of $103,000 plus, which increased during the pe- 
riod of the increased scrutiny of these conservative groups. In addi- 
tion to that, she was promoted now to head up the IRS involvement 
with ObamaCare. Joseph Grant, former Deputy Commissioner of 
Tax Exempt, 3 bonuses, 83-, almost $84,000, over the same period 
of time. Lois Lerner, Director of the Exempt Organizations Divi- 
sion, given $42,000 in bonuses during that period, and all of these 
had to be approved by the President; isn’t that right? 

Mr. Werfel. My understanding is there is a small subclass of 
bonuses called Presidential Rank Awards that are approved by the 
President, but they are relatively a small number. There is maybe 
a couple hundred throughout the entire government. The net — the 
larger amount of bonuses in terms of quantity — are typically ap- 
proved by the Agency head. 

[The information follows:] 

All but one of the awards to the individuals you name were SES performance 
awards. SES performance awards can exceed $25,000 without Presidential approval. 
Sarah Hall Ingram received a Meritorious Presidential Rank Award (PRA), for 
which she was nominated by the agency head, recommended by the Director of 0PM 
and selected by the President. A PRA is not a performance award; it is an award 
recognizing sustained accomplishments over at least a 3-year period as an SES. Ms. 
Ingram’s award was 20 percent of her annual basic pay, as set forth in statute (Title 
5 United States Code § 4507). 

I should also clarify that the amounts received by each individual you mention 
are not single awards, but instead are aggregate amounts received over multiple 
years. 
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All SES performance bonuses were not less than 5 percent and no more than 20 
percent of the basic rate of pay of each SES awardee, as set forth in statute (Title 
5 United States Code § 5384(a)-(h)(2)). Performance awards granted to SES employ- 
ees under this statutory authority can exceed $25,000 without Presidential ap- 
proval; therefore, the 0PM guidelines were not violated. 

Mr. Rogers. Well, OPM’s guidelines say that bonuses over 
$25,000 have to be approved by the President, so did the President 
approve these bonuses of these very critical people in this scandal 
that we are investigating? 

Mr. Werfel. I am not sure of the answer to that question. I am 
also not sure, from the way you phrased the question, if the bonus 
totals that you articulated were individual bonuses that added up 
to those numbers, or if there was an individual bonus that exceed- 
ed $25,000, but that is something we can certainly look into and 
get back to you. 

Mr. Rogers. Would you let me know? 

Mr. Werfel. Yes. 

[The information follows:] 

Sarah Hall Ingram received a meritorious Presidential Rank Award (PRA), for 
which she was nominated hy the agency head, recommended hy the Director if 0PM 
and approved hy the President. A PRA is not a performance award; it is an award 
recognizing sustained accomplishments over at least a 3-year period as an SES (5 
CFR 451.301(b)(3)). The other individuals whom you named were granted SES per- 
formance awards under the authority of Title 5 United States Code § 5384, which 
do not require Presidential approval. 

Mr. Rogers. Now, looking forward, how do we — how do we set 
up criteria for the awarding of promotions and bonuses to employ- 
ees at a time when every other Federal employees’ pay is frozen? 

Mr. Werfel. This is a very important question, and as I look at 
this situation, and we see the type of gross mismanagement that 
the Inspector General spoke about, and then you layer on top of 
that the existence of bonuses in this area, it speaks to a larger 
issue that we have within the IRS to improve our overall manage- 
ment oversight. That includes not just making sure that we under- 
stand where the weaknesses are, but making sure that our people 
are adequately trained. It relates to compensation and fairness as 
well, and this has to be part of the review. 

Mr. Rogers. If these people received these bonuses, and by 
OPM’s guidelines, were required to be approved by the President, 
and he did not approve them, should they not pay those bonuses 
back? 

Mr. Werfel. That is a — again, that is a question that I have to 
go back and talk to HR experts and others about, but certainly we 
can get an answer. 

Mr. Rogers. Will you get back to me on that? 

Mr. Werfel. I will. 

[The information follows:] 

SES Performance Awards, which were granted to the named individuals, can ex- 
ceed $25,000 without Presidential approval; therefore the 0PM guidelines were not 
violated. 

Mr. Rogers. Mr. George. 

Mr. George. Mr. Chairman I would just note that my organiza- 
tion is conducting an ongoing audit on the issue of bonuses paid at 
the Internal Revenue Service that is due some time this fall, and 
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we will certainly share those results with this Committee and with 
you. 


IMPROPER PAYMENTS 

Mr. Rogers. Now, switching gears briefly, one scandal to an- 
other. Mr. George, it was your report that the IRS had overpaid 
low income tax credits by up to $13.6 billion in one year, 2012. 
When Secretary Lew was before this Subcommittee in late April, 
I made clear to him in no uncertain terms that this was unaccept- 
able. That sum is more than the entire budget of the IRS. What 
steps are being taken, Mr. George, to tackle that problem? 

Mr. George. Sir, this is one of the most intractable problems 
confronting the Internal Revenue Service. Refundable tax credits, 
which again are credits that can be paid to people who do not have 
tax obligations, once the money is out the door, it is extremely dif- 
ficult for the Internal Revenue Service to collect it. And then I will 
defer to the Commissioner to define their procedures and the poli- 
cies, but they conduct a cost benefit analysis, and in many in- 
stances, it is more expensive for them to go after those who have 
gamed the system or cheated the system than to, in effect, write 
it off. And we are just talking one instance in terms of the earned 
income tax credit, the additional child tax credit, the child tax cred- 
it, among many other credits. This is a very, very difficult issue for 
the IRS to confront, and it is a longstanding one, sir. This is some- 
thing that Congress has been looking at for decades. 

Mr. Rogers. Well, this is not a small problem. This is a huge 
amount of money. It is more than the budget of the entire agency, 
as I said. Has anyone been fired over this? 

Mr. George. Not to my knowledge. 

Mr. Rogers. Mr. Werfel? 

Mr. Werfel. Not to my knowledge. 

Mr. Rogers. Will there be? 

Mr. Werfel. Again, on this particular question of improper re- 
fund payment, let me, if you could indulge me, I think one of the 
causes of these improper payments orients around the complexity 
of the Code and the complexity of the eligibility criteria. 

If you look at, for example, the Earned Income Tax Credit, one 
of the things that we look at in terms of determining eligibility is 
whether the individual has lived with their dependent child for 
more than 6 months or not. That is one of the criteria. That is ex- 
tremely difficult to validate. We don’t have a global childhood resi- 
dency database. It is very difficult to validate. When we go in and 
we check on things, we find mistakes. I think, to answer your ques- 
tion, in terms of whether anyone should be fired, it really goes to 
the question of whether any of those payments were paid out ad- 
vertently in error, versus inadvertently in error. If there is some 
underlying malfeasance associated with these improper payments, 
then certainly. But in most cases, and this is an area that I just 
coincidentally happen to have some expertise on from earlier parts 
of my career in the Federal Government, in most cases, the errors 
that are made are not due to malfeasance of the underlying em- 
ployee. It is due to complexity in the program and complexity in 
identifying the right eligibility criteria. I am not making excuses 
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for it. I am just suggesting that there are other fixes other than 
employee dismissal. 

Mr. Rogers. Well, fix it, because $1 of every $5 of Earned In- 
come Tax Credit issue, 1 out of every 5 was improper. That is not 
a very good record. 

Thank you, Mr. Chairman. 

Mr. Crenshaw. Thank you. Mrs. Lowey. 

Mrs. Lowey. Thank you, Mr. Chairman. 

POLITICAL APPOINTEES 

Commissioner Werfel and Inspector General George, I would like 
to get a few facts on the record. Is there any evidence, to date, that 
political appointees at the IRS, directed, requested, recommended, 
or in any way supported a review of 501(c)(4) applications based on 
a particular ideology? 

Mr. George. The answer to your question directly is no from our 
audit, but Mrs. Lowey, that was not the focus of our audit. So 
as 

Mrs. Lowey. To date, it is no. 

Mr. George. It is no. 

Mrs. Lowey. Is that correct? 

Mr. George. That is correct. 

Mr. Werfel. That is my understanding, as well, of Mr. George’s 
audit, and the underlying support of that audit is that there is no 
evidence of that at this time. 

Mrs. Lowey. Now, is there any evidence that the White House 
directed, requested, recommended, or in any way supported such a 
review? 

Mr. George. No. 

Mr. Werfel. I am not aware of any evidence of that. 

Mrs. Lowey. So, to be clear, as of this date, there is no factual 
evidence that this was a politically motivated review from senior 
officials at the IRS at the White House; is that correct? 

Mr. George. I can definitively say within the White House, no, 
as of today. I cannot say that as of the IRS as a result of the fact 
that we did not look at that aspect of it. 

Mr. Werfel. And I am going to have to rely on Mr. George. I 
am, for the most part, relying on his audit finding and his audit 
work to help draw conclusions. 

Mrs. Lowey. So, if that is the case, it seems to me that the sort- 
ing and reviewing of these 501(c)(4) applications was done by ca- 
reer IRS employees who made a series of incredibly, incredibly bad 
decisions which reflect poorly on management who should have 
known that these activities were taking place and put an end to 
it immediately; is that correct? 

Mr. George. As of the end of our audit field work and the in- 
stant audit, that is correct. But again. Congresswoman, this is an 
ongoing matter and we do not know. We are going to go to wher- 
ever the facts lead us, ma’am. 

PREVENTING INAPPROPRIATE ACTIVITY 

Mrs. Lowey. So as of today, can you tell us why they didn’t real- 
ize there was a problem with their methodology, and correct it? Is 
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there no routine mechanism in place to prevent discriminatory or 
ideological practices? 

Mr. George. Well, keep in mind, once again, when this first oc- 
curred, and when it eventually was brought to the attention of sen- 
ior officials in Washington, corrective action was ordered, but sub- 
sequent to that the people in the Determinations Unit reverted 
back to this very inappropriate type of activity. So there was a 
breakdown, again, in management here going back to the concept 
of gross mismanagement, and it is something that they ultimately, 
as of again at the end of our audit field work, seemed to have ad- 
dressed, but subsequent review will be necessary to confirm that. 

Mrs. Lowey. Now, since the Citizens United decision, which I 
strongly oppose, removed limits on independent political donations 
by corporations and other groups in Federal elections, scores of new 
political organizations were created and a record amount of money 
has flowed in in support of these political activities. This is one of 
the primary reasons, in my judgment, the number of organizations 
applying for 501(c)(4) status more than doubled from 2010 to 2012 
alone, an increase of 226 percent. Meanwhile, the IRS budget has 
shrunk. Two hundred twenty-six percent increase. The IRS has a 
responsibility of making sure that those groups who applied for 
501(c)(4) status are not primarily engaged in political advocacy. 
Clearly, the reviews used were the wrong way to go about this. 
Could you share with us, as you are reviewing the process, what 
should be the process to review 501(c)(4) organizations? 

Mr. George. That is one of the recommendations that we have 
issued in this report that the IRS seek further clarity both from the 
Office of Tax Policy, and on its own, as to how to undergo, under- 
take that type of evaluation. But it is important to note, again, 
though. Congresswoman, that not all organizations who operate 
like these are required to seek 501(c)(4) designation. They do so in 
the event that the IRS later looks at their activities to determine 
whether or not there is the tax liability matter. But they can still 
operate the way they would like to without coming to the IRS for 
their stamp of approval. 

Mrs. Lowey. I see the red light is on. Thank you, Mr. Chairman. 
We will continue this discussion. 

Mr. Crenshaw. Thank you, Ms. Lowey. 

Mr. Graves. 


white house expectations 

Mr. Graves. Last week we were in our districts and I have to 
tell you, my constituents are furious. They are angry about what 
has occurred at the IRS. As I come into this meeting today, there 
is a lot that is on my mind and their minds, but the first thing I 
want to know, did you meet with anyone from the White House to 
prepare for this meeting? 

Mr. Werfel. I did not. 

Mr. Graves. Were you briefed on this? 

Mr. Werfel. I was not. 

Mr. Graves. Have you spoken to the President on this matter? 

Mr. Werfel. I spoke to the President on May 16th or 17th, 
around the day I was appointed. We had, about, a 20-minute con- 
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versation, where he articulated his expectations for my mission at 
the IRS. 

Mr. Graves. Did he order you to clean house, to terminate any- 
one, to hold anyone accountable? 

Mr. Werfel. He ordered me to do an accountability review. His 
primary order to me was to restore the trust. He offered several 
guiding principles to me, such as operate in good faith. 

Mr. Graves. But he did not order you to terminate, clean house, 
or hold anyone accountable, just to restore the trust? 

Mr. Werfel. Essentially, he and Secretary Lew gave me a first 
assignment. They asked for a plan, again, which I am prepared to 
provide by the end of this month. And in that plan there were 
three aspects. And that first aspect was get to the bottom of this 
and hold the appropriate people accountable. So that is the way the 
instruction was framed. 


ACCOUNTABILITY 

Mr. Graves. Regardless of whether the President asked you to 
or not, do you plan on clearing house, terminating anyone, or hold- 
ing anyone accountable? 

Mr. Werfel. I certainly plan on holding people accountable. I 
don’t know that 

Mr. Graves. What is your definition of accountable? 

Mr. Werfel. That is a good question. Here is where we are right 
now in the process. We have an audit report that the Inspector 
General provided. And that audit report has conclusions about mis- 
management. And so the first part of the review is to figure out 
whether any of that mismanagement would lead one to the conclu- 
sion that that individual can no longer hold a position of public 
trust in the IRS. And that is my first order of business. 

Mr. Graves. You have already stated publicly that the public 
trust has been lost. You stated that in the beginning of this meet- 
ing. 

Mr. Werfel. Right. 

Mr. Graves. You also stated that to the chairman’s question if 
somebody has done something wrong, would you terminate them? 
And it was in accordance to the refundable tax credits. And you 
said, advertently, if somebody knowingly, advertently, and inten- 
tionally does that yes, you would fire them. So we know that some- 
thing has occurred here and yet we hear there is this long review 
process and yet no one has been held accountable. So for the com- 
mittee, has anyone to date been held accountable? 

Mr. Werfel. Well, let me answer you question this way. If you 
look at the IRS organization 

Mr. Graves. That is a yes or no. Has anyone been held account- 
able. 

Mr. Werfel. I would say yes, and then I would like to expand 
on that. If you look at the IRS organization today versus the day 
the IG report was issued, we have new leadership in the Commis- 
sioner’s Office, Deputy Commissioner for Services and Enforcement 
office, the Commissioner for Tax Exempt and Government Entities, 
and in the Exempt Organizations office. 

Mr. Graves. That is new leadership, but who has been held ac- 
countable? 
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Mr. Werfel. Well, I think the leaders that were replaced, cer- 
tainly. I think the fact that they are no longer holding positions of 
public trust, that is part of the accountability. The critical point 
here 

Mr. Graves. Were they terminated? 

Mr. Werfel. In most cases, they resigned. 

Mr. Graves. Voluntarily or were they asked to resign? 

Mr. Werfel. It is a combination, but for example, Steve Miller 
was asked to resign. 

Mr. Graves. So resignation is accountability? Is that what you 
are telling the American people? 

Mr. Werfel. Well, here is what I am saying. 

Mr. Graves. Lois Lerner being on administrative leave is ac- 
countability? Is Lois Lerner still being paid today? 

Mr. Werfel. She is. 

Mr. Graves. Is that your definition of accountability? 

Mr. Werfel. Well, if you would let me, if you would indulge me 
just to answer the question. 

Mr. Graves. That is easy. Yes or no. 

Mr. Werfel. There are two stages to accountability here. The 
first stage is based on the facts we have now to determine who can 
no longer hold a position of trust within the IRS, and the second 
stage, which I know is where you are going, is to determine wheth- 
er there was any underlying malfeasance or issues that would war- 
rant dismissal. We are going to follow the facts where they take us. 
We just do not yet have that completed review. Inspector Gen- 
eral — 

Mr. Graves. If you don’t know that there is underlying malfea- 
sance then why was somebody asked to resign? 

Mr. Werfel. Because the decision was made that that person 
could no longer hold a position of public trust because of the fail- 
ures of management oversight. Whether those failures were moti- 
vated by something 

Mr. Graves. So they were asked to resign just to restore public 
trust, for public perception purposes, or maybe political purposes? 

Mr. Werfel. No, I wouldn’t say that. I would say that when 
there is a breakdown in management, when there is gross mis- 
management, you have to make tough decisions about whether that 
person can continue to hold their position of trust. 

Mr. Graves. One last question, Mr. Chairman, I know my time 
is expiring. Have either of you asked the individuals in Cincinnati 
who ordered this? Who ordered them to use this extra scrutiny to 
punish, or penalize, or postpone or deny? Has that question been 
asked of any employee? 

Mr. George. Yes, during our audit. Congressman, we did pose 
that question, and no one would acknowledge who, if anyone, pro- 
vided that direction. 

Mr. Graves. So no one would acknowledge who gave the direc- 
tive to do this? 

Mr. George. That is correct. 

Mr. Graves. That question was asked? 

Mr. George. Questioned during the audit phase of this. 

Mr. Graves. Mr. Werfel, are you satisfied with that response 
from the individuals in Cincinnati? 
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Mr. Werfel. No, no. 

Mr. Graves. Will you get to that bottom of that? 

Mr. Werfel. We have to get to the bottom of that. I completely 
agree. 

Mr. Graves. No matter how high it goes up the chain, you will 
find out who made this order? 

Mr. Werfel. We will uncover every fact. 

Mr. Graves. Thank you. 

Mr. Crenshaw. Thank you. 

Mr. Quigley. 

ACCOUNTABILITY 

Mr. Quigley. Thank you, Mr. Chairman. Acting Commissioner, 
let me ask the same line of questioning in a different way. In a 
sense what you are suggesting is that accountability is going to 
happen, but there is a process to it that requires some time and 
investigation. 

Mr. Werfel. That is exactly right. We have to do this fairly and 
thoroughly. But I, like everyone else, I am frustrated too. I want 
these facts to emerge quickly. 

Mr. Quigley. It is a complicated process and a complicated, byz- 
antine process that took place to get us here, correct? 

Mr. Werfel. It is a complicated process, yes. 

Mr. Quigley. And inasmuch as the anger exists and the anger 
is justified, without knowing exactly what took place, it is hard to 
find people accountable in the correct way. If you don’t know ex- 
actly what happened and who ordered what and who did what, it 
is hard to immediately find people accountable. And if the word 
“fire” and so forth, and “prosecute”, and “investigate” is there, it is 
just going to take a little bit of time, correct? 

Mr. Werfel. That is exactly right. We have to get the facts in 
a fair and thorough way. 

Mr. Quigley. Listen, the Chairman began this hearing talking 
about scandals and people being embarrassed and how far this is. 
You know, it is hard to shock and awe someone who is from Chi- 
cago, Illinois about scandals. My last two previous governors either 
went to jail or are in jail; two of my last four predecessors sitting 
in my seat are in jail or went to jail. So I get it. But this is getting 
there, and clearly, this makes — I am often asked what the real cost 
of corruption is. Clearly, there is a loss of trust here. That loss of 
trust is probably the greatest thing, because it makes it very dif- 
ficult to lead when you don’t have the public’s trust. So gentlemen, 
that is your task. 

PREVENTING INAPPROPRIATE ACTIVITY 

Mr. George, let me just, and ours to follow-up. Let me just ask 
you this, and I know your agency is the one that brought out this 
stuff about collected and wasted, is there some sense that it took 
too long to get this out, and to catch the other scandal that is in- 
volved here? Since if we didn’t catch it before, how do we know we 
can prevent it again in the future? 

Mr. George. That is a very good question, sir. We are the ones 
who have to respond to allegations. You can only be so proactive, 
especially in the context of the Tax Code that the law will allow. 
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And unless someone brings to your attention an instance of malfea- 
sance, or what have you, there is very little that you can do, again, 
proactively to address it. 

So for example, in this instance. Members of Congress as well as 
media reports brought to our attention allegations that certain 
groups were being targeted by the IRS. In the instance of the re- 
port that we will be releasing tomorrow on conferences, it was a 
whistleblower within the Internal Revenue Service who brought 
that matter to our attention. So you can only do so much in this 
type of circumstance, sir. 

Mr. Quigley. Any comment, Mr. Werfel? 

Mr. Werfel. You know, I think that it is incumbent upon organi- 
zations, in particular public-sector organizations, to ensure that 
they have the right controls, management, leadership, proc- 
esses — 

Mr. Quigley. You agree, it shouldn’t take a whistleblower, right? 

Mr. Werfel. It should not. It should not. 

Mr. Quigley. Someone should be reviewing these conferences on 
an ongoing basis to see if they are really appropriate. 

Mr. Werfel. Yes, I think one of the lessons learned that is going 
to emerge out of this process is we need a much more sophisticated 
risk management and control structure within the IRS. That is 
clear based on what happened here, and, obviously, some of the 
emerging issues coming out of Mr. George’s office. 

Mr. Quigley. Thank you. Thank you, Mr. Chairman, I yield 
back. 

Mr. Crenshaw. Mr. Yoder. 

Mr. Yoder. Thank you, Mr. Chairman. Mr. Werfel, congratula- 
tions on your new position. Certainly, we have our work cut out for 
us here. 

Mr. Werfel. Yes. 

Mr. Yoder. I wanted to start with some questions related to the 
tense we are using in terms of past tense or current regarding the 
targeting of specific political groups. 

Mr. Werfel. Yes. 

DELAYED 501(C)(4) APPLICATIONS 

Mr. Yoder. Most of this hearing has been about the actions that 
have occurred, the audits that were put in place, the delays, the 
obstruction that was put in place for groups of Americans that es- 
sentially wanted to exercise their First Amendment rights. 

How many Americans, how many groups of Americans continue 
to have their applications delayed? How many groups continue to 
be held under unjust, unconstitutional scrutiny by the IRS as of 
today? 

Mr. Werfel. That is a question that I want the answer to as 
well. And what we are doing is initiating, as quickly and as effi- 
ciently as possible, a review of the IRS across the entire Agency, 
to see if there are any common elements of impartiality in other 
parts that occurred in this particular area. 

Mr. Yoder. But not just in other parts. How many groups have 
applied for 501(c)(4) status, some of which in the Inspector Gen- 
eral’s report have been over 2 years, now over 3 years had applied 
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that are still at the IRS today waiting to have their applications 
approved, or denied, or at least some answer? 

Now, I know you have been on there 12 days, but over the past 
weeks as this has come about and become acknowledged, and 
frankly, since IRS officials were alerted to this over a year ago, 
many of these groups continue to have their applications denied. 
And so we talk about this today in this hearing here in Wash- 
ington, D.C., as if this is something that has occurred and we are 
going to investigate and we will hold those who did this account- 
able. But sir, your agency, the IRS, continues today to deny and 
block the Constitutional rights of Americans as we sit here this 
very moment. How many Americans are having their Constitu- 
tional rights blocked as of this afternoon? 

Mr. Werfel. I don’t know that a conclusion has been reached on 
Constitutional rights. I think there is a legal review being under- 
taken by the Justice Department, but to give you an answer to 
your question, there are 132 cases that are in this grouping of po- 
tential political advocacy that are referenced in the IG report. 132 
cases in that grouping that have not been acted upon in over 120 
days, which by IRS definition, is overdue. And as I said earlier, I 
have directed new leadership, new leadership that is heading Ex- 
empt Organizations, TEGE, and our new Chief Risk Officer, David 
Fisher from GAO, to submit to me by the end of this week — and 
I will share that with you — a plan with specific milestones for how 
we are going to knock out that backlog quickly and effectively. 

[The information follows:] 

My report “Charting a Path Forward at the IRS: Initial Assessment and Plan of 
Action,” detailed our approach for eliminating the backlog of 132 cases that TIGTA 
called “potential political cases.” That approach includes two paths: first, adding re- 
sources and process reforms to the “traditional” determinations process, and second, 
adding a new, streamlined approval process allowing applicants to self-certify their 
level of political campaign intervention. Both processes are underway. As of August 
8, 53 of the 132 cases were closed, including 17 organizations that took advantage 
of the self-certification process. 

Mr. Yoder. You mentioned 120 groups. How many of these 
groups have been in application process for more than 2 years? 

Mr. Werfel. It is a number I don’t have at my fingertips, but 
there are groups and it is unacceptable. 

Mr. Yoder. It seems like if there are 132 it would be something 
that we could simply identify. Is that something you can provide 
for the Committee today? 

Mr. Werfel. Absolutely. 

Mr. Yoder. Okay, you can do that by close of business today, to 
inform us how many groups are waiting over 2 years to have their 
applications approved. 

Mr. Werfel. Yes, I think we have that data and we can provide 
it to you. 

[The information follows:] 

As of May 28, 2013, there were a total of 136 501(c)(4) cases se^egated by the 
Exempt Organizations unit as requiring evaluation for possible political campaign 
intervention activities. At that time, 132 had been open for 120 days or more, and 
4 cases had been open less than 120 days. Of the 132 cases, 120 cases had been 
open more than 200 days. The 120 cases included 28 cases open more than 200 days 
but less than 1 year, 73 cases open more than 1 year but less than 2 years, and 
19 cases open more than 2 years. As of July 3rd, there have been 35 closures, which 
represents 27% of the inventory that has been open for 120 days or more (the 132 
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cases). These closures include 18 cases approved, 4 teixpayer withdrawals, and 13 
cases closed for “failure to establish” (i.e., failure to provide necessary information). 
There have been no denials as of July 3, 2013. 

Mr. Yoder. Mr. Inspector, do you have any information relevant 
to this? 

Mr. George. I do, sir, but it is somewhat dated because it is as 
of the end of our audit. And so as of December 17th of last year, 
of the 296 cases that we identified in that political category, 160, 
which is roughly 54 percent, were open from 206 to 1,138 calendar 
days, and then 129 of the 160 open cases have been open for more 
than 1 year as of December of 2012. 

Mr. Yoder. Mr. Werfel, one of the reasons this is such an impor- 
tant topic to this committee in particular, is because these ques- 
tions were asked of then Commissioner Shulman in March of 2012 
and he assured the committee at that time that there were built- 
in safeguards; there was a culture and tone at the top, and people 
knew it would not be tolerated. Today we are having the oppor- 
tunity to go through this same experience, but going forward, we 
want to know that the positions you take today, that the state- 
ments we make are accurate, and they are based upon fact. Clear- 
ly, Mr. Shulman did not know, either misled the committee, or 
knew it and didn’t tell the committee the truth, but either way, the 
facts were not presented to the committee that day. 

AUDIT selection 

We have heard there have been at least comments made that the 
Audit Division could potentially be engaging in similar practices. 
Do you have any awareness or any reason to believe and can you 
investigate whether the Audit Division has targeted individuals, 
specifically, for audits based upon donations, or engagement in con- 
servative political activities, or any political activities? 

Mr. Werfel. Let me answer that directly. I am not aware of any 
such behavior. I have initiated a review to answer that very ques- 
tion. And if I find anything that is similar in scope to what is in 
this Inspector General report, I will make you aware. 

Mr. Yoder. Inspector, did you find anything related to this in 
your review? 

Mr. George. We have not conducted a review in this area. Con- 
gressman. 

Mr. Yoder. Thank you. Thank you, Mr. Chairman. 

Mr. Crenshaw. Thank you. 

Ms. Kaptur. 

reviewing tax exempt applications 

Ms. Kaptur. Thank you, Mr. Chairman. Thank you gentleman 
for your testimony. Let me begin with this. Inspector General. 
Some media outlets have been reporting that the IRS was targeting 
conservative groups for political purposes. Your report contradicts 
that claim. Could you please comment on if you found any political 
motivation in reviewing tax-exempt applications? 

Mr. George. Congresswoman, let me respond to your question in 
the following way: When we looked at the 298, well, there were 298 
cases that were put into a category for political activities. We were 
able to look at 296 of them because 2 didn’t contain enough infor- 
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mation for us to base a review on, we were able to identify 96 cases 
that were definitely put to the side because they had Tea Party, 
9/12, and Patriot in the name of the group. The vast majority of 
the other organizations, their names were so innocuous that we did 
not deem it possible to determine whether or not they were con- 
servative groups, or whether or not they were groups that might 
be on the other side of the political spectrum. And so this is some- 
thing that we are continuing to look at, but in the instance of the 
political activity matter, we did not uncover instances of groups 
that could readily be identified as being liberal, for lack of a better 
term, that were treated in the manner that these Tea Party cases 
were. 

Ms. Kaptur. In your report, there is quite a pie chart that shows 
that the vast majority of groups that were investigated did not fall 
into so-called conservative category. Am I reading the chart cor- 
rectly? 

Mr. George. You are, because they were not by the title of the 
organization readily identifiable. Congresswoman. 

527 ORGANIZATIONS 

Ms. Kaptur. All right. Now, let me say this: In 2010 there was 
a Supreme Court ruling. Citizens United, that allowed unlimited 
amounts of money, as you well know, to be assembled for political 
campaigns, many times by secret donors that don’t have to disclose 
under Section 501(c)(4). And I am wondering, an organization that 
incorporates has many options if they want to engage in civic life, 
and then if they move into donations to campaigns, they could have 
incorporated as a 527. We have had many groups that do that. But 
you were looking at 501(c)(4)s, am I correct? This is the — the Cin- 
cinnati office, apparently, was looking at — why might an organiza- 
tion choose to incorporate under 501(c)(4) rather than 527 if they 
are political, if their intent is political? 

Mr. George. I have no idea. 

TAX EXEMPT APPLICATIONS 

Ms. Kaptur. Well, you know it is interesting, because they don’t 
have to disclose donors, and so it is very interesting to me that if 
one looks, and I am going to ask you for the record, of the organiza- 
tions that you were looking at there, after the Citizens United rul- 
ing how much did your applications increase in the 501(c)(4) cat- 
egory, did you say? I think Congresswoman Lowey, or Ranking 
Member Lowey. 

Mr. George. I would have to 

Mr. Wereel. I have that information. In 2010, the number of 
(c)(4) applications was 1,735. In 2012, it was 3,357. 

Ms. IU^PTUR. Yes. It is very interesting trends here, and there 
isn’t a person up here that doesn’t understand what is going on po- 
litically in this country and the hidden nature of what is affecting 
campaigns today that is very unlike what many of us faced when 
we first were engaged in political life. Yes, sir. 

Mr. George. Congresswoman, I just want to elaborate. Of the 
groups, the 298 that were put into that political category that were 
singled out for specialized treatment, not all were 501(c)(4)s. Some 
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were 501(c)(3)s also. So they were singled out for treatment, which 
may or may not have heen justified if handled properly. 

Ms. Kaptur. What percentage would you guess were 501(c)(4), 
78? 

Mr. George. Well, 89 of 298 were 501(c)(3)s. 

Ms. Kaptur. So the majority were 501(c)(4)s? 

Mr. George. Yes. 

Ms. Kaptur. Were there any 527s? 

Mr. George. Not to my knowledge. 

Ms. Kaptur. Very interesting. How many — well, of that group 
that you specifically investigated, what number, approximately, fell 
into the Tea Party, 9/11 — however that is described, that so-called 
super conservative group? 

Mr. George. Yes, one moment, please. There were 72 Tea Party 
groups; there were 13 groups that were identified under the Patriot 
category; and there were 11 that were identified under the 9/12 
category. 


CINCINNATI 

Ms. Kaptur. Thank you for providing that to the record. Why the 
Cincinnati office? That happens to be in my home state. I mean, 
was this a specific assignment of that office? 

Mr. Werfel. The Cincinnati office is where the Determinations 
Unit is housed, and they have the responsibility to do the 501(c) 
review process for incoming applications. 

Ms. Kaptur. For the whole country? 

Mr. Werfel. Yes. 

Ms. Kaptur. All right. 

Mr. George. Although in this instance there were a few IRS em- 
ployees located outside of Cincinnati who also were engaged. 

Mr. Werfel. That is right. As a general matter, most of the work 
happens in Cincinnati in this unit. 

Ms. Kaptur. All right, I am going to ask Mr. Chairman, as these 
gentlemen provide information for the record, I am very interested 
in knowing if the definition of political in 501(c)(3), (c)(4), or 527 
is inadequate, and if there is some rubber language in there that 
allowed for perhaps some miscalculation. I don’t know, but I am 
looking at the changes in the law, and what has happened to us 
as a country, and the fact that you have had so many more applica- 
tions in that category at a time when our economy is not doing that 
well. So I am interested in which of those groups that are applying 
would have a political nature of that, you said 3,357, the additional 
ones. 

Mr. Crenshaw. They will get you that information. 

Ms. Kaptur. Thank you very much, Mr. Chairman. 

[The information follows:] 
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The question whether any changes are needed to the current tax law rules governing 
tax-exempt organizations and political campaign activity is within the jurisdiction of the 
Treasury Department’s Office of Tax Policy. In response to your request, here is some 
general background on the current definitions. 

Section 501 (c)(3) of the Internal Revenue Code (Code) provides that a charitable 
organization may not “participate in, or intervene in, any political campaign on behalf of 
(or in opposition to) any candidate for public office.” Although section 501(c)(4) does not 
impose the same limitation on social welfare organizations, longstanding Treasury 
regulations provide that the promotion of social welfare does not include direct or 
indirect participation or intervention in political campaigns on behalf of or in opposition to 
any candidate for public office. See Treas. Reg. §1.501(c)(4)-1(a)(2)(ii). Section 
527(e)(1) defines political organizations as organizations “organized and operated 
primarily for the purpose of directly or indirectly accepting contributions or making 
expenditures, or both, for an exempt function.” Section 527(e)(2), in turn, defines 
“exempt function" to mean “the function of influencing or attempting to influence the 
selection, nomination, election, or appointment of any individual to any Federal, State, 
or local public office, or office in a political organization, or the election of Presidential or 
Vice-Presidential electors, whether or not such individuals or electors are selected, 
nominated, elected, or appointed.” The Code does not further define political campaign 
intervention for purposes of section 501(c)(3), 501(c)(4), or 527, 

In the context of all three of these Code sections, the IRS considers all facts and 
circumstances in determining whether an organization has engaged in political 
campaign intervention. See, e.g.. Rev. Rul. 2007-41, available at: 
http://www.irs.gov/file_source/pub/irs-tege/rr2007-41.pdf (providing 21 examples 
illustrating facts and circumstances to be considered in determining whether an 
501(c)(3) organization’s activities result in political campaign intervention); and Rev. 

Rul. 2004-6, available at http://www.irs.gov/file_source/pub/irs-tege/rr2004_6.pdf 
(describing situations in which a section 501(c) organization that engages in public 
policy advocacy has expended funds for an “exempt function” as described in section 
527(e)(2)). The Treasury Department and the IRS are considering clarifying the 
distinction between political campaign intervention and social welfare activity under 
section 501(c)(4). See Internal Revenue Service, Charting a Path Forward at the IRS: 
Initial Assessment and Plan of Action (June 24, 2013), available at: 
http://www,irs.gov/file_source/pub/newsroom/lnitial%20Assessment%20and%20Plan% 
20of%20Action.pdf. 
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Mr. Crenshaw. Mr. Diaz-Balart. 

Mr. Diaz-Balart. Thank you very much, Mr. Chairman. First, 
Mr. Werfel, I must tell you that I am grateful for your willingness 
to do this. Because I guess some people would say the smart thing 
to do would he just to run away. And so, seriously, exceedingly 
grateful for your willingness to now jump in under very difficult 
circumstances. 

Mr. Werfel. Thank you. 

INAPPROPRIATE ACTIVITY 

Mr. Diaz-Balart. Mr. Quigley mentioned, you know, that he is 
not usually in shock and awe of corruption, I believe is what he 
said, and that this one may do that. You know, mismanagement, 
or incompetence, or missteps or corruption are frankly always de- 
structive, you know, and unacceptable. I will tell you, and maybe 
this is just because I represent a constituency, a very diverse con- 
stituency that come from countries where the government targets 
people for their beliefs. I think this is worse. As dangerous, as un- 
acceptable as those that I just mentioned are, and they are, when 
government targets individuals for their beliefs, this is now an af- 
front on democracy, on our freedoms. And I just wanted to see if 
you thought that I was exaggerating in my understanding of how 
just how dangerous, how unacceptable this issue can be. 

Mr. Werfel. I agree with you. It is completely inexcusable, and 
it is inherently damaging. In particular, now that I have been at 
the IRS for a few days, I have recognized that this important Agen- 
cy is founded on a principle of operating impartially, and we failed 
in that most basic core principle here. And it is devastating to us 
as an Agency, and to the people in that Agency. They are very, 
very upset, and appalled by this as well. I mean, a story I don’t 
think has been told, is that the people in the IRS, most of whom 
I would articulate are hard working, are appalled. 

The one point I would raise to you, and this is frustrating for ev- 
eryone involved, is that more analysis and investigation is going to 
be needed to understand what motivated, if anything, this behav- 
ior. What were the circumstances surrounding it? And we have to 
get to the bottom of that, and then I think we can better under- 
stand the problem. But on its face, I agree, it is completely inexcus- 
able, and it is a violation of that fundamental tenet of the IRS 
which people take so seriously, and it is very upsetting. 

Mr. Diaz-Balart. Well, and I would just, you know, not putting 
words in your mouth, but I would say not only the IRS, but frank- 
ly, it is the basis of our country that you should not fear the gov- 
ernment because of your beliefs. 

Mr. Werfel. I totally agree with you. 

Mr. Diaz-Balart. And again, so I thank you for your willingness 
to do this. Now, you know, some people are going to talk about 
funding, and I think that is a bit of a joke. You already mentioned 
that you don’t think that more money is now the way to do it. I 
think whether it is the, you know, what is it, 220 conferences for 
employees between 2010 and 2012, would state that funding 
doesn’t seem to be a problem, or the bonuses that the chairman 
mentioned doesn’t seem that funding is an issue. 
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TRANSPARENCY 

I think people are going to also talk about legislation, and all 
sorts of different excuses. Now, you know, you now have a choice 
to make. And I am optimistic that you are going to because you 
have agreed to take this on, that you are going to make the right 
choice. But the choices are very simple. You can either try to 
change the story and cover this up, and try to give it a good spin, 
or you can make sure that you get to the bottom of it, that people 
are held accountable, that proposals are made to make sure that 
in the future this is more difficult to do, and I know that is already 
starting, and that the American people have a clear understanding 
when this is said and done, as to who did, and ordered what, and 
for what reason, and I just wanted to — obviously, I trust that you 
are going to do the right thing. But the right thing means absolute 
transparency. Would you agree with that? 

Mr. Werfel. Yes. I have two reactions, if I could. One is, as I 
have gotten to know the IRS and started to learn, I came in with 
this notion that we have to be completely open in everything we 
do. I quickly got a briefing on Section 6103, and realized that there 
are certain parameters. We are getting these congressional re- 
quests in. I want to push information out as quickly and as expedi- 
ently as possible to you, so we can get to the bottom of this. And 
then I am learning that before we send that information out, we 
have to review it from the 6103 standpoint, to protect taxpayer in- 
formation. So my commitment on transparency is absolute within 
the legal abilities I have. And then, if I could, I need to make a 
clarification on the budget. The point that I was making, and we 
haven’t gotten to that yet, and if we don’t get to it that is fine. The 
President’s budget is out there. I am prepared to defend the in- 
creases that we are asking for because I think they have important 
return on investment benefits to the taxpayer. 

FUNDING 

With respect to this Exempt Organizations Unit, the point I was 
making was, it would be a mistake for me to come in and ask for 
more money as a solution. The right answer is for us to figure out 
what the right processes are, and then figure out what budget is 
necessary to sustain that. It could be the same, it could be less, it 
could be more, but the Chairman started this hearing by saying, 
“how can we give you another dime?” And my answer is, let’s ex- 
plore together what is going on in this process and figure out what 
the right funding is. But I can’t come in here and say we need more 
money for that aspect of IRS operations without working with you 
on the review. And that is what I meant. 

Mr. Diaz-Balart. My time is up, Mr. Chairman. 

Mr. Crenshaw. Thank you very much. 

Mr. Womack. 

Mr. Womack. I thank the chairman and I thank the gentlemen 
for their testimony today. Mr. George, you have been inspecting the 
IRS for now the better part of 10 years. 

Mr. George. About 8 years, sir. 

Mr. Womack. You have been through a lot of inspections. 

Mr. George. Yes. 
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TIGTA RELATIONSHIP WITH IRS 

Mr. Womack. Characterize for me and for this panel your rela- 
tionship up to this point with the Service you inspect. 

Mr. George. It is a symbiotic relationship, sir, in many respects. 
While there is no question that we have a unique role in terms of 
the IG relationship between an agency in that we were once part 
of the IRS until the Restructuring and Reform Act of 1998, and 
when that stood us up in our current capacity, we retained some 
of the responsibilities and that is to protect the integrity of the 
overall system of tax administration, but it also vested us with the 
responsibilities of an independent Inspector General. 

Mr. Womack. Has there ever been an occasion when you made 
a recommendation back to the hierarchy, not this gentleman, but 
his predecessor and others, that have not been acknowledged, hon- 
ored, put into effect? 

Mr. George. Very few. We take 

Mr. Womack. But it has happened? 

Mr. George. It has happened, yes, sir. 

Mr. Womack. Anything along this line? 

Mr. George. No, sir. No, nothing of this sort. 

PUBLIC TRUST 

Mr. Womack. Did this particular circumstance surprise you? 

Mr. George. Yes, very much so. This is unprecedented. Con- 
gressman. And again, during the Nixon administration, there were 
attempts to use the Internal Revenue Service in manners that 
might be comparable in terms of misusing it. I am not saying that 
what the actions that were taken are comparable, but I am just 
saying that the misuse of the — causing a distrust of the system oc- 
curred sometime ago, but this is unprecedented. 

Mr. Womack. Thank you. Mr. Werfel, I don’t know whether to 
admire you or pity you because you have the weight of the United 
States Constitution on your shoulders, literally and figuratively. 
Because you said in your conversation with the White House that 
job one was, I think in your words, restore the public trust. 

Mr. Werfel. Correct. 

Mr. Womack. How do you do that? 

Mr. Werfel. It is going to be a difficult process, but the best 
thing I know how to do right now is articulate a roadmap, and that 
roadmap includes several key principles and ingredients. The prin- 
ciples revolve around openness, fairness, expediency, cooperation. 

Mr. Womack. All of the things that the people of this country, 
citizens of the United States have always expected, not just de- 
manded, but generally an expectation of their government. Those 
are the things that you have to restore. 

ACCOUNTABILITY 

Now, Mr. Graves a few minutes ago asked you about con- 
sequences, about people that were part and parcel to this whole 
process, some of whom are still drawing a Federal paycheck, and 
I realize there are HR due process, and those kinds of things. We 
get all of that. Has there been a consequence taken off the table 
for any of the perpetrators of this — of these processes? 
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Mr. Werfel. I am not taking any consequences off the table. 

Mr. Womack. Has the White House suggested that there are cer- 
tain consequences that should be taken off the table for any indi- 
vidual, or individuals 

Mr. Werfel. I am not aware of any. 

Mr. Womack [continuing]. Deemed to be involved? 

Mr. Werfel. I am not aware of any such thing. 

Mr. Womack. Has the Treasury Department asked you to take 
any potential consequences off the table for any of the perpetrators 
involved in this process? 

Mr. Werfel. No. 

Mr. Womack. Now, or known, or to be discovered through the in- 
vestigation process. 

Mr. Werfel. I think the key is, to do the job to get the facts, 
and then figure it out together, collectively. Again, I want to go 
back to my earlier point, and it is a point in response to Congress- 
man Yoder’s question, are we going to find similar problems? Are 
we going to realize what happened here? And the answer is, it is 
a mistake if that process unfolds in the IRS alone. We have to fig- 
ure out a mechanism to make sure that, as we discover issues and 
concerns within the IRS, it is not discovered just within IRS. We 
are doing it collectively. So I think the question is, and I have 
asked the Chairman about this, can I call, to convene meetings, to 
give periodic updates about what we are finding, so that we can 
collectively determine what the right answer is and analyze these 
facts. Because I think, as we get more facts, we are going to figure 
out what happened. And it is not going to be an easy analysis, but 
it is one I think we can do collectively. 

Mr. Womack. Are you prepared for the worst possible outcomes, 
that there may be a universe of people, a large number of IRS em- 
ployees caught in this, in this process that have culpability? 

Mr. Werfel. I am prepared to follow the facts wherever they 
take us. I think it is the only way to restore the trust. 

Mr. Womack. I thank the gentlemen. Thank you, Mr. Chairman. 
I know my time is expired. 

ACCOUNTABILITY 

Mr. Crenshaw. Thank you very much, and I think we will have 
time for another round of questions. So let me start, Mr. Werfel, 
because on one hand, I am encouraged by what you say, that you 
want to follow the facts where they lead, and you want to hold peo- 
ple accountable. Because I think that is what we all want to know. 
What happened? But it seems to me that it is not just mismanage- 
ment. You can argue that the $50 million that somebody spent on 
conferences, and videos, that is gross mismanagement. But when 
an entire office of the IRS somehow begins to single out conserv- 
ative groups and bully them, and harass them, and it occurs to me 
that commonsense tells you that just doesn’t happen. That is not 
bad management. That is somebody gone wrong. And quite frankly, 
sir, if that office just got together and somehow people started 
doing this, and as I said earlier, and nobody spoke up, I mean, you 
have got a lot of people watching this abuse take place, and nobody 
speaks up and says this isn’t right. And if that is all there is, in 
other words, if somebody didn’t say, here is a plan, go do that, and 
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then they just did that, that scares me more than anything. It is 
like there is this culture of intimidation, that people got together 
and they are just doing that, and nobody, nobody steps up and 
says, this is wrong. 

Now, that is what I think we all want to figure out. Did this just 
happen, or did somewhere along the way, somebody give some di- 
rection? Because I think that is what accountability is, to find out 
somebody that is responsible. I don’t know if anybody came up with 
this plan or not, but it just doesn’t seem reasonable that it just 
happened that people just said, oh, and all of a sudden you look 
back and say for the last 3 years, we have been picking on people 
that happen to have a conservative philosophy. 

So I am concerned about when I hear you say, well, we just want 
to kind of uncover the mismanagement, whatever. So here is my 
question. If you are going to be there 120 days, what do you want 
to happen? When you leave 120 days from now, what do you want 
to be able to report to us? 

Mr. Werfel. Those are all good questions. Let me start with fol- 
lowing the facts because that statement needs to be backed up by 
the realities of what is going on. We have the Inspector General 
conducting additional investigations, following up the audit. We 
have the Justice Department investigating, we have Congressional 
overseers investigating, and then there is my review with my lead- 
ership team. So there are four separate reviews. Critical to that is 
making sure that we are supporting one another and reinforcing 
one another to get this information. 

I am not sure right now. I can’t give you an answer in terms of 
what the world looks like 120 days from now, what we have uncov- 
ered. I know that we have already started sending responses and 
information back to Congressional Committees, based on questions 
that we have received. I know that the Justice Department is ac- 
tively engaged in the investigation, as of a few days ago. So the 
process is unfolding, and it is real. What is happening to uncover 
the facts is real. But it is going to be a process, and as I said be- 
fore, it is frustrating that it is going to take time. But that process 
is underway, and for all intents and purposes, I anticipate that Mr. 
George and everyone else will ensure that that process is robust. 
I am certainly going to do my job to make sure. What I want to 
get accomplished while I am here, is to initiate this plan, this road- 
map. I want to talk with you and other Committees, and the Amer- 
ican people about what that roadmap needs to look like, or do we 
have the key ingredients around accountability, around fixing the 
problem, around a broader IRS review. My bottom line 

ACCOUNTABILITY 

Mr. Crenshaw. Let me, I mean, at the end of the day, the best 
way to stop this is just to have it stopped. And so I am asking you, 
what — who are you going to talk to? What kind of questions are 
you going to ask? You got all of these people down there that were 
participating in what most people would say is really an absolute 
abuse of power, and it is going on, and nobody, nobody, stood up 
and said, I don’t think this is right. But somehow, some way, we 
found out that is what going on. And so are you going to talk to 
those folks and say, how did all of this happen down here? I under- 
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stand all of these roadmaps and all these kinds of things, but it 
seems like it is pretty simple. I would go ask those people and say 
look, how did you all decide to do this? Did somebody stand up on 
their desk one day or did somebody send a memo from somewhere? 
I mean, it seems like that is, at the end of the day, we want to find 
out who is responsible. I know you do, too. 

Mr. Werfel. Yes. 

Mr. Crenshaw. And I am just wondering how we do that putting 
all of these systems in place. It seems like there are some basic 
questions. That is why I want to know what you plan to do, who 
you are going to talk to, and what kind of questions are you going 
to ask. 

Mr. Werfel. Let me answer that question, and maybe ask Mr. 
George to talk about what he is doing. But the key is that there 
is a lot of people asking questions right now, the Justice Depart- 
ment, Mr. George’s team. Members of Congress, you know, I have 
to — I am asking questions as well. And 

Mr. Crenshaw. What kind of questions are you asking? 

Mr. Werfel. I am asking my leadership team, for example, to 
evaluate the management breakdowns that took place. I want to 
understand. I am asking them to initiate processes to ensure that 
these types of control breakdowns weren’t occurring in other parts 
of the IRS. 

Mr. Crenshaw. Are you asking your management team like why 
nobody on the management team watched what was going on and 
didn’t say is this right or wrong? 

Mr. Werfel. It is new leaders that have been put in place, in- 
cluding a top-ranking official from GAO that I brought over to help 
do this. I can walk through with you in great detail this plan and 
the roadmap. Part of it involves evaluating the audit report. A lot 
of good work has been done by Mr. George, which reveals certain 
elements of where the public trust was violated in terms of gross 
mismanagement. There are further questions to be asked, and the 
challenge that I have, and I want to talk through that challenge 
with this Committee and with others, is that I have to make sure 
that I am reinforcing his work, and not stepping on the work of the 
Inspector General, the work of the Justice Department, and the 
Congressional oversight committees that are doing those inter- 
views. 

Mr. Crenshaw. My time is up. But it either just kind of hap- 
pened, or somebody made it happen, and I hope we can figure that 
out. 

Mr. Serrano. 

Mr. Serrano. Thank you, Mr. Chairman, and I say this, Mr. 
Chairman, with all due respect, because I am not referring to you, 
but I think the gentleman needs to know if he doesn’t know al- 
ready that some folks in this Congress are not going to be satisfied 
until the President gets blamed directly for this taking place, when 
in fact both of you have stated that this was gross mismanagement 
that created a problem. 

Now, there are some people that have written articles in dif- 
ferent places that show different numbers. For instance, I have 
some figures that indicate that of the aggrieved, if you will, or the 
people that were further scrutinized, 26 were Tea Party or Patriots, 
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76 were clearly conservative, 6 could not be determined, and 48 
were nonconservative groups. So let me be clear that my outrage 
is about anyone being targeted, if anyone was targeted, but I sus- 
pect that if anyone was targeted, it might have been right across 
the border, not necessarily one group. 

Secondly, and most importantly, in answers to Ms. Lowey, or 
ranking member, you, Mr. George, made it clear that there is no 
direction showing, or any information showing that anyone gave an 
order to this. This is why you have called it gross mismanagement 
because people can get caught up in thinking they are doing the 
right work, and not do the right work at all. 

Now, again, for the record, if people were targeted we need to 
know that eventually. And we will know that. But I think we are 
spending too much time trying to figure out if someone said do it, 
rather than why it was done, and who did it. And I think that that 
is where we are wasting time; not necessarily today, but in general 
in this Congress. 

Now, can you repeat for us, again, what you said before? Is there 
anything in your audits that indicate that this was something that 
was set up at a larger level, with more in mind than actually what 
we know happened? 

Mr. George. Not in this audit. Congressman. But once again, we 
are continuing a review of this matter, and we will go wherever the 
facts take us. 


FUNDING 

Mr. Serrano. Thank you. Now, Mr. Commissioner, you made 
some of us on this committee extremely happy, and others just per- 
plexed, and made our work a little harder. You see, the easiest 
thing to tell this committee is, I don’t want any more money. We 
had an agency that did that before. It is called the SEC. When I 
was Chairman they actually came before us and said, we don’t 
need any more money. Then we found out why they didn’t need 
any more money because they were not interested in oversight, and 
that is part of the reason Wall Street and everything fell apart. 
And they kept telling us, we don’t want any more money. And it 
was, I must tell you, and if you want to classify me as people are 
being classified here today, I guess as a liberal I was saying are 
you sure you don’t want any more money to go and do the work 
you are supposed to do? We don’t want any more money. And then 
later we found out they didn’t want oversight. Now, I am sure that 
is not what you are saying. 

Mr. Werfel. No. 

Mr. Serrano. But please understand, that there are con- 
sequences to the fact that we are cutting this budget, your budget 
all the time. Your job is not only to find out what went wrong in 
this particular issue working jointly with Mr. George, who by the 
way, I have to commend you for coming back, and back, and back 
every time we invite you. One could say, well, you have to, but you 
could be sitting there not smiling at all ever. And you do it with 
great grace. 

But there are other parts here. For instance, during the year we 
will remind you to go find out who the tax cheats are. During the 
year, we will go and tell you to find out where missing dollars are 
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that could come into the Treasury. During the year we will tell you 
to make sure that people are not banking money overseas. All of 
that costs money. And it has been proven that for every dollar you 
get, seven are returned when there is no mismanagement. 

So what I am saying to you is, friendly advice, find another way 
of saying that you will get to the bottom of this without saying 
don’t give me any more money. Because trust me, there are folks 
here who don’t want to give you more money. In fact, there are 
some who would like to cut you to the bare bones. 

Mr. Werfel. I appreciate the question and an opportunity to re- 
clarify again. My testimony is not that I am not asking for any 
money. My testimony is that I am prepared to defend the Presi- 
dent’s budget request because I think the increase in resources that 
we are requesting are going to have a very positive impact on the 
Federal budget in terms of reducing refund fraud, reducing identity 
theft, and improving overall taxpayer service. 

What I testified earlier was that, with respect to whether there 
is a need for more money in the Determinations Unit process to 
solve the (c)(4) issue, before we answer that question, let’s deter- 
mine what the right approach is for (c)(4) reviews, and then align 
our budget to that right process. 

Mr. Serrano. Right. 


FUNDING 

Mr. Werfel. It could be an increase. It could be level or it could 
be less. That is all I am suggesting because I wanted to erase any 
notion that I think this problem can be fixed just with more re- 
sources. 

Mr. Serrano. And in closing, Mr. Chairman, and Mr. Commis- 
sioner, yes, in answer to a question you said that there is money 
that goes out that maybe shouldn’t be going out to people who don’t 
deserve it. Those people usually under that program fall into a cat- 
egory of folks with very few resources. I am not suggesting at all 
that if they don’t deserve the money they should be getting it. But 
I think that we should not go back to the days when 44 percent 
of the audits were being conducted on 17 percent of the people; 
meaning that 44 percent of the audits at one time in this com- 
mittee in your agency were being conducted on the EITC program, 
and the billionaires were not getting audited at all. 

So I would hope that as we go out to deal with what is fair and 
unjust and what is unfair, we also remember the mission of the 
IRS, which is to be fair to all taxpayers and to all Americans. 

Thank you, Mr. Chairman. 

Mr. Crenshaw. I thank you for that clarification. I think most 
people understand what you are saying and I think you should be 
commended. Your first response is not everything gets solved with 
more money. And that is all he is trying to say, and I think you 
can look at the facts of this whole discussion about mismanage- 
ment. If it started in 2010 when IRS got the most money they had 
ever gotten, and they had less work to do, that doesn’t make any 
sense. Maybe IRS had too much money. Maybe that is why the 
mismanagement started. 

Mr. Serrano. Mr. Chairman, I appreciate his clarification. I ap- 
preciate your clarification. I just wanted my clarification to be clear 



274 


that I have dealt with agencies that didn’t want more money, and 
that is because they had no interest in oversight, which created the 
problems in Wall Street, I believe. 

Mr. Crenshaw. Thank you for your clarification of your clarifica- 
tion. 

Now, I would like to turn to Mr. Rogers. 

Mr. Rogers. Well, the question of whether or not you want or 
need more money is academic anyway, because we ain’t got no 
money. 

Mr. Serrano. I hate life. 

Mr. Rogers. My friend Joe. 

CINCINNATI AND WASHINGTON 

Whether or not the denial of the applications of conservative 
groups was the product of a few rogue employees in Cincinnati, or 
whether or not it was directed from on high, is a matter of great 
importance. I am sure you appreciate that. 

And that is the question that we want to track down. And Com- 
missioner Werfel, you say you will follow the facts wherever they 
go. Well, we want you to push the facts to find out where the or- 
ders came from. Surely, they came from somewhere. I can’t imag- 
ine two low-level employees taking on such a hefty political policy 
decision on their own. That just doesn’t hold water, it doesn’t make 
sense. 

In fact, one of the junior agents told the investigators of the 
Oversight Committee of the House that he believes the order to 
target Tea Party groups came from the agency’s Washington, D.C. 
office, and that it was impossible, he said, for the targeting of Tea 
Party groups to have originated with a few rogue agents in the 
Cincinnati office. He went on to describe how the agency’s Wash- 
ington office requested the files of specific Tea Party groups that 
contained their applications for tax exemption. 

It is widely believed that the D.C. office was closely involved in 
the targeting of these groups from the outset. Intrusive questions 
and inappropriate requests were made of these applicants. Some 
pro-life groups, most notably the Coalition of Life for Iowa, were re- 
portedly asked by an IRS agent to pledge not to protest outside of 
a Planned Parenthood office in exchange for granting tax exemp- 
tion. 

That is completely unacceptable. Do you agree with that? 

Mr. Werfel. Let me start by saying I think your question con- 
cerns a particular taxpayer, and therefore, I am restricted by 6103 
from commenting on that particular case. But yes, as a broader 
matter, those types of questions are, from my vantage point, and 
I know I am early in the job, inexcusable. 

Mr. Rogers. There are numerous reports that we are hearing 
now from investigators who have talked to staff that have, I think, 
inclusively made the point that these orders came from on high, 
from Washington, D.C., from the headquarters office. 

Now, what we want to know is, who gave the orders? Where did 
this come from? We will not rest, Mr. Werfel, until you, somebody 
gets us those answers because that is terribly important to the 
United States of America. 
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FUNDING 

Now, on the funding. In the past, when we had an agency that 
was not doing something that they were supposed to do, this com- 
mittee would put conditions on the financing of that agency in in- 
stallments so that your money would not come until you do what 
you are supposed to do. That is a straight jacket. I don’t like to do 
that. But we have done with it the Coast Guard, and GSA, and oth- 
ers. 

And it very well may he that the Subcommittee may recommend 
to the full Committee, and we may take it to the floor, the propo- 
sition that your funding will be conditional on your response to the 
questions that we are asking you. We will not rest until this is 
done, and I don’t need to remind you or anyone else that the power 
of the purse rests in the Congress, and we are prepared to use that 
purse to get to the truth. 

Mr. Crenshaw. Thank you. 

Ms. Kaptur. 

501(C)(4) ORGANIZATIONS 

Ms. Kaptur. I have been listening to this testimony today and 
thinking a lot about the 501(c)(4) organizations. And I agree with 
the members on both sides of the aisle here who don’t want to tar- 
get any group based on political ideology, or any kind of ideology. 
But I will tell you, this 501(c)(4) category is one that demands seri- 
ous attention by the IRS. And I think because of the Supreme 
Court rulings, and perhaps because of insufficiencies in the law 
itself, what is deemed political and worthy of oversight is not well 
expressed perhaps. Perhaps there is a shortcoming in the law. 

I would like to place on the record two articles, one from Forbes 
Magazine, and one from Mother Jones that relate to one organiza- 
tion that I would guess is a 501(c)(4), Freedom Works, in which 
their top leader resigned last year stating that it appeared to him 
that the leaders of the organization were trying to produce a book 
entitled Hostile Takeover, which would jeopardize the organiza- 
tion’s (c)(4) status. 

Now, obviously, you can’t give a lot of information here today 
about the hundreds of organizations you have looked at. But just 
on the hunch that there might have been some smart people work- 
ing in the Cincinnati office who were concerned that there were a 
lot of new 501(c)(4) filings in this country, and that there have been 
tax cheats in the history of this country, that maybe somebody over 
there at IRS was actually doing their job. And though your testi- 
mony can’t reflect any of that, I would like to say that there might 
be some of those people over there and that in fact that they were 
trying to find people who wanted to be hidden donors and not be 
on record, then I think the American people ought to take a second 
look at this. And you can’t state a lot in your testimony today, but 
Inspector General, you listed a couple of things here in your testi- 
mony, inappropriate criteria were developed and stayed in place for 
a total of more than 18 months. Of course, you don’t say what 
those inappropriate criteria were. You talk about substantial 
delays in processing. Most Americans got their refund in time this 
year despite the almost $1 billion that was taken away from IRS. 
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I think a lot of people at IRS are working very hard, and then 
there were unnecessary information requests. Well, if you are try- 
ing to figure out who secret donors are and if an organization is 
really a 501(c)(4) and not overstepping its boundaries under the 
spirit of the law, maybe there might be some delays. 

So I am asking myself some questions after listening to you, and 
reading your testimony, and finding that I need more that isn’t in 
there. So let me ask you, of the hundreds of organizations that you 
reviewed, will any of those names be available for the record, or are 
those hidden to the public? 

Mr. George. Title 26, Section 6103 places very severe limitations 
on who we can reveal taxpayer information to. It is limited to the 
Chairman of the Ways and Means Committee in the House, the 
Chairman of the Senate Finance Committee, and the Chairman of 
the Joint Tax Committee. They, in turn, can share that information 
with various members of their committees. But they too have re- 
strictions, limitations on who they can share taxpayer information 
with. So that is part of the reason why. Congresswoman, a lot of 
the names are not provided in our report. 

Ms. Kaptur. I am glad to have that clarification, and I am glad 
to know that the Constitution is working a little bit here. 

DELAYED 501(C)(4) APPLICATIONS 

Let me ask you, Mr. Inspector General, some media outlets have 
been reporting that the IRS targeted only conservative organiza- 
tions and your report does not state that the organizations asked 
to provide additional information were only conservative groups. 
Consequently, is it correct to assume that organizations other than 
conservative organizations were inappropriately asked to provide 
additional information about their tax exempt applications and if 
so, approximately what percent of the total that were reviewed? 

Mr. George. Percent, I will see if one of my colleagues can pro- 
vide that information. But once again. Congresswoman, some of the 
groups that were identified in the 296 that we were able to look 
at who were placed in this category of political activity, they, part 
of that group by name, were agnostic. We couldn’t tell one way or 
the other whether they were progressive, conservative, what have 
you. But of that 296 that we were able to examine who were placed 
in that category, 72 were identified as Tea Party, 13 were identi- 
fied as Patriot groups in their names, and 11 had the 9/12 date/ 
name in their name. 

Ms. Kaptur. So theoretically, some liberal groups could have 
been in the majority then, of the groups that were looked at. 

Mr. George. That is correct. 

Mr. Crenshaw. Your time is expired. Please let’s recognize Mr. 
Graves. 

Mr. Graves. Thank you. Following up on my last questions. Mr. 
Werfel, have you asked any of the employees in Cincinnati if they 
were ordered to carry out these targeted probes? 

Mr. Werfel. Not at this time. I have not asked those questions, 
yet. 

commissioner position 

Mr. Graves. Who interviewed you? 



277 


Mr. Werfel. Who interviewed me? 

Mr. Graves. For this position. 

Mr. Werfel. I was first approached and asked about whether I 
would he interested in going over and helping the IRS by the White 
House Chief of Staff, Denis McDonough. He is the first person who 
approached me. 

Mr. Graves. Did you ask the White House Chief of Staff who, 
in fact, had ordered the special targets here? 

Mr. Werfel. I did not. I wanted to make sure that I understood 
what the mission was, and what they were asking me to do. 

Mr. Graves. So you were willing to take the post without know- 
ing where it may go, what it involved, who was responsible for the 
scandal? And then you have yet to even go to Cincinnati and ask 
those employees who ordered it. 

Mr. Werfel. By way of background, I have been a civil servant 
in government for 16 years. I have deep respect for the civil serv- 
ants across the Federal Government, including those at the IRS. 
The IRS is an agency in need right now. I have a reputation for 
stepping in and helping solve government problems. I took the job 
because I felt like I could be helpful. That is why I took the job. 

CINCINNATI 

Mr. Graves. Okay. Well, I think one way to be helpful is to go 
to Cincinnati and find out who ordered them to carry out these tar- 
gets. And then the earlier question to Mr. George, I think your re- 
sponse, when I asked that to you, was they did not respond or you 
did not get a response; is that correct? 

Mr. George. They did, correct. They did not identify anyone who 
gave the order. 

Mr. Graves. So you can infer, then, that either they took it upon 
themselves or they were hiding the identity of somebody else. 
Which would you conclude? 

Mr. George. Well, at this stage. Congressman, I would say when 
we questioned them, it was in the guise of an audit, and the cir- 
cumstances, when you are conducting an audit, you are really look- 
ing at, institutional. 

Mr. Graves. So this should be Mr. Werfel’s first question then 
in Cincinnati is who gave you this order then? Understanding 
yours was more of an audit; his end is seeking out who actually 
made the call. 

Mr. George. It could be, but this is an important fact that I do 
need to bring up. Congressman. We, working with the Department 
of Justice, are looking further into this matter, and if Mr. Werfel 
were to exert himself too much into the process, it might impact 
our ability and the Justice Department’s ability to continue our re- 
view. So, there are also 


senate democrats 

Mr. Graves. Can I, Mr. George, just change lines here a second. 
It has been reported recently that Senate Democrats at various 
times over the last 3 years have been asked — had asked the IRS 
to intervene or look into tax exempt status of various groups. The 
New York Times reported it in March of last year. It represented 
Democrats, sent a letter asking the IRS to crack down on 
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501(c)(4)s, I guess, to sort of following up on Ms. Kaptur’s concerns 
there. In the course of your investigation into the targeting of con- 
servative groups and throughout all the interviews and all the em- 
ployees, senior officials, others, did anyone indicate that they felt 
pressure from Senate Democrats? 

Mr. George. Nothing in our audit has revealed that type of in- 
formation, sir. 

Mr. Graves. Have you seen any evidence at all? 

Mr. George. I have not. 

Mr. Graves. That the IRS reviews tax exempt status groups, or 
tax exempt groups requested by the Senate Democrats coincided in 
any way with the targeted groups that have been identified? 

Mr. George. In the course of conducting the instant audit, no. 

Mr. Graves. Do you anticipate that you will see? 

Mr. George. We will go over wherever the facts take us, sir. 

Mr. Graves. I think truth is very important as we — as we all sit 
here today, it is about the truth, and I appreciate your focus on 
that as well. Fact-finding is very important, and so I will just sort 
of conclude with two final questions, Mr. Werfel. 

POLITICAL opponents 

Do you agree that those that have been targeted are not political 
allies of the President? 

Mr. Werfel. Let me make sure I answer that question as di- 
rectly as I can. I believe that certain applications were singled out 
based on inappropriate criteria. Based on the evidence that the 
audit provided, those applications were associated with conserv- 
ative groups. I think one of the questions that has been raised, and 
I don’t know the answer right now 

Mr. Graves. So a 9/12, a Tea Party. 

Mr. Werfel. Exactly. 

Mr. Graves. A conservative group, is that an ally of the Presi- 
dent or would consider that a political opponent? 

Mr. Werfel. I will just offer as a layperson and a citizen, I 
would say that those are typically not allies of the President. 

Mr. Graves. So they are political opponents. And would you 
agree then that Ms. Lerner, Mr. Shulman, Miller, senior staff that 
admitted knowing this information previously are subordinates of 
the President? 

Mr. Werfel. Yes, they are subordinates of the President. 

Mr. Graves. And so, therefore, we can conclude then that they 
are either the President or the subordinates of the President were 
well aware of or involved in the targeting of political opponents, 
basic response? 

Mr. Werfel. I don’t know that I could jump to that conclusion. 
I think there is more analysis and review that needs to be done. 
I understand the question and I understand the need to want to 
know the answer to that question. We are asking for indulgence to 
make sure that we can review the facts and get the information 
that you and this Committee needs to help answer those questions. 

Mr. Graves. Thank you, Mr. Chairman. 

Mr. Crenshaw. Thank you. Mr. Yoder. 

Mr. Yoder. Thank you, Mr. Chairman. 
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Well, this is quite a mystery. We spent a couple of hours now. 
There has been a hearing today, there has been hearings last week 
trying to determine how this came about, and I know there has 
been some conversation today that it is not necessarily relevant 
why these individuals took these actions. I think it is very, very 
relevant, and determining the motivation and determining the ra- 
tionale is very critical to preventing this from ever happening 
again. 


EMPLOYEES 

And so, as we go through this what seems to be a mystery, we 
are left with the understanding that frontline employees, based 
upon their own volition, determined that they were going to scruti- 
nize certain political groups based upon the ideology of those 
groups, and so I would ask Mr. George, in your opinion, who gave 
the order for the IRS to target conservative groups? 

Mr. George. I do not have an answer to that question yet. 
Again, we are engaged in ongoing work and perhaps we will be 
able to respond to that question. 

Mr. Yoder. In your conversations, in your interviews with the 
frontline employees that you have identified, did they express par- 
ticular political animus towards conservative groups or any polit- 
ical groups? 

Mr. George. I have not been engaged personally in those inter- 
views and nothing has been brought to my attention by those who 
have that that is the case, sir. 

Mr. Yoder. Are you aware that they are overly politically active 
or attending rallies or somehow imbedded in the IRS because they 
personally, on their own volition, determined that they wanted to 
target specific groups? 

Mr. George. I have no information on that, sir. 

Mr. Yoder. Well, because we are left with the conclusion that 
these folks are very politically active, yet people on Capitol Hill, 
the administration, they are, wouldn’t be political at all, so some- 
how career line, frontline employees are the political scapegoats 
here, yet the folks in Washington, D.C., the folks who make policy, 
the folks who are very attuned to politics somehow disavow any 
knowledge or any engagement in this at all. 

Mr. George, have they expressed in any of the interviews that 
you are aware of, any awareness of the letters coming from Capitol 
Hill or comments made by the President regarding specific conserv- 
ative groups? 

Mr. George. Beg your indulgence. 

That subject did not come up during our conversations thus far, 
sir. 

Mr. Yoder. In your investigation, in your reviews, did you deter- 
mine that the approximately 157 visits by then Commissioner 
Shulman to the White House had any impact on this policy to tar- 
get conservative groups? 

Mr. George. That was not a focus of the audit, sir, and that did 
not come to my attention until media or a congressional hearing at 
which that fact was revealed. 

Mr. Yoder. Has there been any investigation by your office, sir, 
as the independent investigator, related to any conversations that 
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the White House or any upper level officials in the administration 
had with IRS officials regarding the targeting of conservative 
groups? 

Mr. George. Sir, that is a matter that would fall under the aegis 
of this additional review that we are doing, so I am not at liberty 
to discuss that information at this time, sir. 

Mr. Yoder. Well, Mr. Werfel, given your quest for justice in this 
matter and your expressed desire to get to the bottom of this, you 
know, we certainly look forward to and hope that your internal in- 
vestigation will uncover what has occurred here because it is cer- 
tainly, I think, tragic and laughable to many Americans that this 
would somehow be laid at the feet of some frontline employees and 
that there would be no effort to push them in any way from the 
political arm of this administration. 

SPECIAL PROSECUTOR 

Given that your role is going to be internal, given that we have 
an investigation by the Inspector General that has not uncovered 
many of these conversations, we still don’t know who gave the 
order, we don’t really have any information regarding this, would 
you welcome a special prosecutor or independent counsel to look 
into these matters? 

Mr. Werfel. I think it is a good question. I think right now, as 
I mentioned, we have four layers of review ongoing: Justice and the 
FBI, the Inspector General, Congressional oversight committees, 
and myself and my new leadership team. My position right now is 
that is, I believe, currently a sufficient footprint of oversight and 
investigation to uncover the facts. 

What I would suggest is we let that process move forward as ex- 
pediently and as fairly and as federally as possible, and revisit the 
question on a periodic basis of whether that is the footprint for an 
investigation is getting the job done. 

Mr. Yoder. But would you object to a special prosecutor or inde- 
pendent counsel being moved forward? 

Mr. Werfel. I am not the decision maker on that. Whatever is 
decided in terms of necessary investigation footprint, I will be coop- 
erative and welcome any investigation. But as I said, right now 
there are four layers of investigation, and what I would suggest is 
let’s monitor that. Some of it has just gotten underway. Let’s mon- 
itor that and see if we are getting the progress that this Committee 
is demanding and then revisit. 

Mr. Yoder. And that is fair. Commissioner, and certainly you are 
brand new to this position, 12 days in. I will tell you that for those 
of us who have been on this committee and been working on what 
appear to be a lack of accountability on many different fronts with 
this administration, whether it be Fast and Furious, Benghazi, AP 
phone records, or now the IRS situation, I think the idea that we 
would somehow trust that the administration can internally inves- 
tigate these matters and successfully root out the cause, you are 
going to have to understand there is going to be a healthy dose of 
skepticism and many of us would like to see an independent inves- 
tigation of these beyond the administration, so we will hopefully 
have your cooperation on that and we hope to do everything we can 
to get your support to get to the bottom of this. 
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Thank you, Mr. Chairman. 

Mr. Crenshaw. Thank you. Mr. Diaz-Balart. 

LENGTH OF TAX EXEMPT REVIEWS 

Mr. Diaz-Balart. Mr. Chairman, thank you very much. You 
know, these (c)(3) and (c)(4) reviews, how long do they usually — I 
mean, in a normal process, without this, how long does that usu- 
ally take? 

Mr. Werfel. It is a good question, and my understanding is that 
once it is longer than 120 days, we would characterize it as longer 
than what the IRS expects the process to run, but I don’t know the 
average at my fingertips. We can certainly get you that informa- 
tion. 

Mr. Diaz-Balart. Do you have any idea of what would be like 
a quick one, you know, what would be a fast one? 

Mr. Werfel. I don’t, but I can get you that information. 

[The information follows:] 
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The following chart provides a breakdown of the average time it takes to process 
section 501(c) applications for the last few years. The screening cases are those that were 
closed after no or limited contact with the applicant, while the full development cases are 
those that required additional informational from the applicant. 



*The FY 2013 figures represent a 12-month rolling average ending on April 27, 2013 and 
therefore include some FY 2012 data. 
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Mr. Diaz-Balart. Just because I am — Mr. George, in your report, 
you talk a lot about, and I understand why, you have explained it, 
about this being a — basically a ineffective or gross mismanage- 
ment. Now, if it was consistent, I would understand that, but if it 
is targeted, and I think it is pretty clear that it is targeted, it 
seems to be a little bit more than just gross mismanagement. It is 
targeted mismanagement, and in some cases, it would seem, that 
it is very effective management. 

Not a beacon of conservative ideals. The Washington Post talks 
about IRS stalled conservative groups but gave speedy approval to 
Obama Foundation. That, I believe is, I don’t know if it is (c)(3) or 
(c)(4), was processed in 1 month and then — given to them in 1 
month, according to this Post article, and then they were given 
retroactively as well, which, according to the Post, is very rare. 

So, on one side, it would seem that you have very effective man- 
agement, in this case, to the Obama Foundation, while at the same 
time you have ineffective management when it goes to, you know, 
conservative groups. I don’t know if I would — this is just me per- 
sonally. I don’t know if I would call that ineffective management. 
I mean, that seems to be targeted, is it not? 

Mr. George. Well, again, in this instance, the reason we deem 
it ineffective management is because when identified by the man- 
ager that there was a problem, she attempted or did actually effect 
change, and later, just unbeknownst to her, we assume, at this 
stage, people reverted back to the inappropriate behavior. And then 
there seems to have been, for quite awhile, a lack of accountability 
in terms of going back to see whether they are doing what we told 
to them to do. The answer was “no” for quite awhile, and then of 
course, there were groups that were targeted in this instance. So, 
that is how I come about to use of the term mismanagement. 

Mr. Diaz-Balart. And I understand that. You have been very 
clear of that. But again, when you have it on the other side, and 
you know, this — I don’t know how many of these cases there are, 
but when the Obama Foundation gets taken care of in 1 month and 
then retroactively, this seems more than just by omission. This 
took somebody to take action to do, and the pulling out these con- 
servative groups, it took somebody actually doing it, so it actually 
was a, you know, an action that was required, and again, that is 
why it is so troubling. 

But this is another point that I have. The (c)(3) and (c)(4) re- 
views, is it fair to say it is a relatively — it is a pretty standard part 
of what the IRS does, correct? 

Mr. George. That is correct. 

AFEORDABLE CARE ACT 

Mr. Diaz-Balart. And they do this quite a bit, and you know, 
so on some of it is pretty basic, pretty standard. At best, it is gross 
mismanagement. At best, it is, you know, and at worst, it is frank- 
ly a lot deeper than that. Could you tell me how I should feel good 
about giving the IRS now a totally new complicated, above and be- 
yond — ^you know, you are now dealing with our health care, the 
ACA, or what is commonly known as ObamaCare, can you just — 
how do I tell my constituents, hey, on something that is pretty 
basic, look what is going on, but don’t worry about it, because now 
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we are going to give the IRS that we know we have all these 
issues, we are going to give them now, in essence, control of a big 
part of our health care, and then we will be able to determine who 
gets fined and who doesn’t, can you please tell me how I should be 
able to feel good about that? 

Mr. George. I can say that you can feel good about it in this 
way, sir. We at TIGTA have conducted two and its thus far looking 
at the steps that the Internal Revenue Service is taking to prepare 
for the implementation of the Affordable Care Act, and thus far, 
our reviews have been positive that the IRS is doing what it needs 
to do in order to gear up for this. 

That said, the IRS has to create many, many new computer pro- 
grams, and historically, they have had trouble instituting new com- 
puter programs for implementing tax law changes, so that is a risk. 
And, in all candor, unless the IRS receives additional resources in 
order to implement the ACA, they truly, it is a zero-sum game. 
They are going to have to make very difficult choices in terms of 
customer service, in terms of enforcement in order to take on this 
huge responsibility that they have been presented with. 

Mr. Diaz-Balart. Mr. Chairman, time is up. 

Mr. Crenshaw. And one of the things they could do is when we 
learn that the money that was wasted on the conferences and the 
videos came from the unused portions that was appropriated for 
enforcement while the enforcement division was demanding more 
money, that tells us that IRS, just like every other agency, can be 
more efficient and more effective, but you all have been very gen- 
erous with your time. Mr. Werfel, Mr. George, thank you for being 
here today. You have got a tough job. We want to work with you 
to make this thing work right, and I thank the members and thank 
you for the time. 

Mr. George. Thank you, Mr. Chairman. 

Mr. Crenshaw. This meeting is adjourned. 
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Subcommittee on Financial Services and General Government 
Oversight Hearing - Internal Revenue Service 
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Questions for; 

J. Russell George. Treasury Inspector General for Tax Administration 

Questions for the Record Submitted by Chairman Ander Crenshaw 

Threats Made Against IRS Employees 

TIGTA is responsible protecting IRS employees against threats. 

Question: Since the release of your report (2013-10-053) on May 14, 2013, has TIGTA observed 
an increase in the number of threats made against IRS employees? 

Initially, we saw an uptick in the report of threats specifically related to the recent TIGTA audit 
report on Exempt Organizations. Within two weeks, the threat level reverted back to the normal 
trend. On average, TIGTA receives over 2,700 reported threat-related incidents and conducts 
1,300 threat-related investigations each year. 

Question: What is required of TIGTA when threats are reported? 

TIGTA reviews all reported threat information and if it is a direct threat naming an IRS 
employee(s) or facility, TIGTA assigns Special Agents to investigate the threat. The 
investigation includes identifying the individual(s) who made the threat, obtaining background 
information on the individual who made the threat and then locating, confronting and 
interviewing the individual who made the threat. At the conclusion of the investigation, the facts 
are reported to the Department of Justice for criminal prosecution consideration and the 
information is also provided to the IRS Office of Employee Protection. During the course of the 
investigation and at the conclusion of the investigation, TIGTA also notifies the IRS Office of 
Physical Security of the threat so they can employ any appropriate threat mitigation strategy. We 
will also notify the employee who was the subject of the threat the outcome of the investigation. 

Testing Safeguards 

Last year. Commissioner Shulman testified that there were safeguards built-in to make sure that 
the decision of whether an organization qualifies for tax-exemption has nothing to do with 
election cycles and politics. 

Question: How did these safeguards fail? 
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Ineffective management allowed inappropriate criteria to be developed and stay in place for 
more than 1 8 months. We found that the IRS used inappropriate criteria that identified for 
review Tea Party and other organizations applying for tax-exempt status based upon their names 
or policy positions instead of indications of potential political campaign intervention. 

Question: How do you know if new ones are effective? 

TIGTA will be performing a follow-up audit to review corrective actions taken by the IRS in 
response to our report. Until the IRS takes corrective action and we perform a follow-up audit to 
assess these actions, we will not know if any new safeguards are effective. 

Question: Can TIGTA test these safeguards anonymously to make sure they actually work? 

During our follow-up audit(s) in this area, TIGTA will conduct tests, as appropriate, to ensure 
that any corrective actions implemented by the IRS are working effectively. 

Implementation of Recommendations 

Question: How closely do you monitor whether the IRS implements your recommendations - not 
just regarding this latest audit but all of your work? 

Each year during our strategic planning process, we review recommendations that have not been 
implemented, or have been partially implemented, and assess their significance in planning our 
upcoming year’s audits. During the planning of individual audits, we also identify significant 
recommendations from prior audits that could affect the audit’s objectives and assess whether 
tests should be conducted to determine if management has implemented those recommendations. 
Further, we conduct audits to validate the implementation and appropriateness of the IRS 
response to previously reported audit recommendations. For example, we currently have an 
ongoing audit to validate the corrective actions taken by IRS to previously identified information 
technology security weaknesses. In addition, we identify in our Semiaimual Reports to Congress 
the significant, unimplemented recommendations and provide details of the IRS’s planned 
corrective actions and estimated completion dates. We also monitor the implementation of 
recommendations on a quarterly basis as part of our performance process. 

When Secretary Lew testified before the Committee last month. Chairman Rogers raised 
concerns about billions of dollars of IRS improper payments. 

Question: Is the IRS implementing your recommendations to address improper payments? 

Yes. TIGTA issued 12 audit reports between June 2010 and June 2012 that reported problems 
with the IRS’s processing of refundable tax credits. Each of these reports contained 
recommendations to improve compliance with the specific program that was audited. The IRS 
has agreed with most of the recommendations; however, we generally do not know how effective 
the IRS’s corrective actions have been until we conduct a follow-up audit. We have recently 
initiated a review to evaluate the IRS’s efforts to reduce erroneous child based refundable tax 
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credit payments. Our overall objective is to assess the IRS’s efforts to identify and address the 
cause(s) of erroneous Earned Income Tax Credit (EITC) and Additional Child Tax Credit 
payments. 

However, one that continues to be of concern is IRS compliance with EITC improper payment 
requirements. Specifically, we have repeatedly reported in annual Improper Payments 
Elimination and Recovery Act (IPERA) reviews and in our reports assessing the IRS’s 
compliance with Executive Order 13520, Reducing Improper Payments and Eliminating Waste 
in Federal Programs, that the IRS is not in compliance with IPERA and Executive Order 
requirements. The IRS has not established aiuiual improper payment reduction targets as 
required. The IRS cited the complexity of the EITC program as well as the need to balance the 
reduction in improper payments while still encouraging individuals to use the credit as the two 
main reasons why reduction targets have not been established. IRS management stated that they 
recently met with the Office of Management and Budget and agreed to work together to develop 
supplemental measures and indicators in lieu of reduction targets. However, the IRS did not 
indicate when these measures would be in place. 

Question: If the Committee asked you to report back when the IRS has implemented TIGTA’s 
recommendations regarding political targeting, improper payments or other topics, could you 
provide us with that information at it becomes available? 

TIGTA would appreciate the opportunity to brief the Committee at the appropriate time on future 
work we perform. 


Criteria for Additional Review 

Question: Should TIGTA, the National Taxpayer Advocate, and the Oversight Board play a role 
in establishing the criteria the IRS uses to determine what persons or businesses are selected for 
additional review? 

We do not believe that TIGTA should play a role in establishing such criteria. Performing such a 
role could impair TIGTA’s independence. The Government Accountability Office’s 
Government Auditing Standards state, “audit organizations must not provide nonaudit services 
that involve performing management functions or making management decisions.” ' IRS 
management is responsible for implementing internal controls. TIGTA, the National Taxpayer 
Advocate, and the IRS Oversight Board each play a role in oversight of the IRS. 

• TIGTA’s Office of Audit reviews internal controls established by IRS management and 
provides recommendations for improvement. 

• The IRS Oversight Board provides long-term guidance and direction to the IRS in the 
administration of the tax law. 


^Government Auditing Standards^ GAO-07-73 1 G, Standard 3.22 (July 2007). 
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• The National Taxpayer Advocate helps taxpayers resolve problems with the IRS and 
recommends changes that will prevent the problems. 


IRS Employee Bonuses 

Question: Has TIGTA reviewed IRS executive bonuses and travel? 

TIGTA has recently issued an audit report on IRS travel card use and found controls do not 
include any steps designed to detect inappropriate or personal use while employees are on 
official travel.^ In addition, TIGTA currently has an ongoing audit reviewing IRS awards, the 
scope of which includes IRS executives, with a report scheduled for Fiscal Year 2014. TIGTA 
also is conducting an inspection of executive travel and we anticipate issuing a report in July 
2013. 


Training 

This Subcommittee’s experience with GSA has made it hard to support funding increases for 
training, travel, and conferences. 

Question: How can this Subcommittee be assured that training and travel expenses are for 
legitimate, mission-related purposes? 

Continued oversight and scrutiny of agency training travel expenditures is essential to ensuring 
that funds are used appropriately. TIGTA evaluates, on an annual basis, risks associated with 
training and travel funds expended by the IRS, along with other expenditures, and conducts 
audits when areas of significant risk are identified. 

Question: What should the Subcommittee be asking agencies about their training and travel? 

Recent 0MB directives require agencies to report on major travel expenditures for training 
purposes. The review and investigation of major expenditures by agencies could serve as a 
starting point for effective oversight of agency travel and training budgets. 

Additional information on whether certain jobs within the agency must be restricted to specific 
locations, and if so, why they are location-specific may be helpful. This may include detail on 
whether certain experiences/skill sets can only be gained in certain locations within the agency. 
The impact of travel (excluding formal training and conferences) in staff/executive development 
could also be a basis of discussion. Detail on any technology the agency has implemented to 
reduce face-to-face meetings, the success of technology as feasible alternatives for in-person 
meetings, and the cost/benefit of any technology may also be of interest. 


^ TIGTA, Ref. No. 2013-10-032, Travel Card Controls Are Generally Effective, but More Aggressive Actions to 
Address Misuse Are Needed (Apr. 2013). 
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Questions for the Record Submitted by Congressman Jo Bonner 

ADAPT Program and Indian Tribal Governments 

Question: Who originated the request for the Treasury IG Report on the Abuse Detection and 
Protection Program (ADAPT) program? 

This audit was identified by TIGTA as part of our annual risk assessment process. No external 
stakeholders requested the audit. 

Question: Given the level of scrutiny that Indian Tribal Governments are facing due to increased 
IRS audits and the lack of internal regulations or standards to guide the ADAPT examiners in 
conducting these audits, do you believe that the current mode of operation of the IRS ADAPT 
program effectively amounts to inappropriate targeting of Indian Tribal Governments? 
According to the Treasury IG Report, ADAPT examiners rely upon “referrals from individuals, 
other law enforcement officials, news articles, and other sources, including examinations of 
books and records of Indian tribal entities, to detect indications of . . . fraud and abuse.” 

No. In our report entitled “Inappropriate Criteria Were Used to Identify Tax-Exempt 
Applications for Review,” TIGTA stated that the IRS inappropriately identified specific groups 
applying for tax-exempt status based on their names or policy positions instead of developing 
criteria based on tax-exempt laws and Treasury Regulations. We did not identify any such 
inappropriate criteria in our review of the ADAPT program. We determined the Indian Tribal 
Governments office established an internal control to provide assurance that only cases meeting 
ADAPT criteria (e.g., tax shelters and transactions receiving tax treatment inconsistent with the 
tax law) were selected for examination. We determined that all cases in ADAPT examination 
inventory reviewed during our audit met ADAPT examination criteria. 

Question: Do you believe this is appropriate use of taxpayers dollars to flag Indian Tribal 
Governments for possible fraud and abuse based on word of mouth, or skewed news reporting? 

Based on our audit work, we do not believe that examinations are opened based on word of 
mouth or newspaper articles alone. Before a referral is assigned for examination, an Indian 
Tribal Governments office employee performs research to determine the “legitimacy” of the 
allegation. Only referrals that appear to have merit are assigned for examination. In addition, 
we determined the Indian Tribal Governments office established an internal control to provide 
assurance that only cases meeting ADAPT criteria (e.g., tax shelters and transactions receiving 
tax treatment inconsistent with the tax law) were selected for examination. We determined that 
all cases in ADAPT examination inventory reviewed during our audit met ADAPT examination 
criteria. 

Question: Given that for nearly a decade the ADAPT program has found very little fraud and 
abuse under very loose performance objectives, why did the Treasury IG Report not also 
recommend elimination of the ADAPT program? Stemming from the efforts of the ADAPT 
program, the Treasury IG Report makes the point that more than S205 million in taxes has been 
assessed against Indian Tribes and individuals. However, the Report omits any mention of how 
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much of this amount is associated with fraud and abuse, or attributed to other reasons such as 
mistakes. 

TIGTA did not recommend elimination of the ADAPT program because we found evidence that 
the ADAPT is actively identifying and addressing allegations of potential fraud and abuse by 
tribes and tribal members to meet its broad goal. Sinee Fiscal Year 2008, ADAPT examiners 
have investigated and referred eight potential fraud eases involving 1 0 entities to the National 
Fraud Office for further investigation (of which four were later referred to and aeeepted by 
Criminal Investigation). Also, ADAPT examiners have assessed tax, interest, penalty, and 
restitution amounts against Indian tribal entities and individuals totaling more than $205 million 
(of which approximately $75 million has been collected). However, because the Indian Tribal 
Governments offiee did not establish performance objectives for its program, it was diffieult to 
determine if the ADAPT program provided a good return on investment. We recommended that 
the IRS set speeifie measurable performance objectives similar to other IRS enforeement 
programs, sueh as measures for enforcement, eustomer satisfaetion, examination timeliness, 
increased fraud and abuse outreacb aetivities, and the level of support provided to other offiees 
for ease development. 

The ADAPT’s role involves tax fraud, tax shelter activities, Title 31 (anti-money laundering) 
abuses, and the use of tribal entities to avoid proper reporting and oversight of transactions. All 
$205 million of assessments were made by the ADAPT as a result of its examinations of 
potential fraud and abuse. 

Question: Why does the Report omit these details? 

Because the ADAPT’s program is focused on fraud and abuse, we considered all $205 million in 
assessments to be related to potential fraud and abuse in the Indian Tribal Governments program. 
TIGTA’s report states that the ADAPT’s role involves tax fraud, but also encompasses tax 
shelter activities, Title 31 abuses, and the use of tribal entities to avoid proper reporting and 
oversight of transactions. TIGTA’s report also states that the ADAPT has assessed a significant 
amount of taxes, penalties, and interest as a result of examinations. Specifically, TIGTA states 
that since Fiscal Year 2008, tax, interest, penalty, and restitution assessments were made against 
Indian tribal entities and individuals totaling more than $205 million. 

Question: Would these details not also determine the effectiveness of the ADAPT program, 
which could also lead to the establishment of tools that could assist Indian Tribal Governments 
with compliance issues? 

TIGTA’s audit of the ADAPT focused on the enforcement of tax laws; however, TIGTA 
believes that the Indian Tribal Governments office should balance its enforcement work with 
providing service to its customers to assist them in complying with the tax law. A prior TIGTA 
audit focused on key taxpayer service issues, such as determining whether the Indian Tribal 
Governments offiee management used data from its customer satisfaction survey to respond to 
customer eoncems.’ 


^ TIGTA, Ref. No. 2007-10-i35, The Indian Tribal Governments Office Has Developed An Effective Customer 
Satisfaction Survey Process (Aug. 2007). 
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Questions for the Record Submitted bv Congressman Tom Graves 

Treasury Inspector General for Tax Administration Reports 

Question: What reports or investigations, audit reports is your office currently working on 
regarding to the targeting of 501 (c)(4) groups? 

We plan to conduct two audits in this area: 

• A follow-up audit of our recent report entitled “Inappropriate Criteria Were Used to 
Identify Tax-Exempt Applications for Review” to determine whether the IRS has 
taken appropriate corrective actions in response to our nine recommendations. 

• A review of the IRS’s oversight of existing Internal Revenue Code Sections 
501(c)(4), 501(c)(5), and 501(c)(6) organizations that may be actively engaged in 
participating in or intervening in any political campaign on behalf of or in opposition 
to any candidate for public office. 

We are evaluating the need for other audits in this area. 

We are also reviewing whether any violations of the criminal code or IRS Restructuring and 
Reform Act of 1 998 have occurred and whether there was any political influence involved in 
selecting the criteria and the utmecessary questions. 

Question: What reports or investigations, audit reports is your office currently working on 
regarding IRS conferences and bonuses? 

TIGTA currently has one ongoing audit reviewing IRS awards with a report scheduled for 
Fiscal Year 2014. There are currently no audits ongoing looking into IRS conferences. At 
this time, we have no additional audit or investigative work planned related to conferences. 
We initially looked into the Anaheim conference allegation and we made referrals to the IRS. 
We will consider conducting additional investigations if additional allegations of waste, fraud 
or abuse relative to IRS conferences are reported to us. 
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Questions for the Record Submitted by Congressman Kevin Yoder 

Process of the Investigation 

Question: Did you have private interviews with employees without their supervisors present? 

Holly Paz (Director, Rulings and Agreements) was in attendance during most of the Office of 
Audit’s interviews conducted with Cincinnati, Ohio and Washington, D.C. employees. In most 
instances. Holly Paz was the executive responsible for the employees being interviewed. 
Although Holly Paz was in attendance during interviews with Cincinnati, Ohio and Washington, 
D.C. employees, she did not participate in the interviews and did not answer any questions. She 
was asked to leave at the end of certain meetings so that we could privately ask sensitive 
questions of employees. 

Question: Were the IRS employees under oath? 

During our audit, employees were not under oath. 

Question: Does the federal criminal statute 18 USC Section 1 001 apply to federal employees 
speaking to your office? (that statute makes it criminal offense for anyone to lie to a 
representative of a federal agency). 

Yes, if proven, materially false statements by Federal employees to an Inspector General can be 
a violation of 18 U.S.C. Section 1001. 

Question: Did you obtain and review internal e-mails, communications between / among IRS 
employees? 

During our audit, the IRS provided e-mails that it gathered so that TIGTA could develop a 
timeline of actions taken between January 2010 and May 2012 regarding the IRS's response to 
and decision-making process for addressing potential political cases. Our audit team does not 
have copies of all e-mails between/among IRS employees or any phone logs. 

We are continuing to review this matter. However, we cannot comment on the details of the 
ongoing review. 

Question: Did you investigate any unit other than the Exempt Organizations Unit? 

Our recent audit specifically focused on the Exempt Organizations function’s processing of 
applications for tax-exempt status that potentially involved political campaign intervention. 
TIGTA also conducts audits of many other programs within the IRS. Our website provides a 
listing of audits we have conducted by fiscal year: 

http://www.treasurv.gov/tigta/oa auditreports.shtml . By law, we cannot comment on whether 
we have any investigations ongoing in the area. 
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Question: Did you look at whether the targeting of conservatives by the Exempt Organizations 
Unit spread to other units of the IRS such as the audit division? 

Our recent audit specifically focused on the Exempt Organizations function’s processing of 
applications for tax-exempt status. We identified that the IRS used inappropriate selection 
criteria such as the organizations’ names or policy positions rather than whether there was 
evidence of significant campaign intervention. We did not comment in our audit report whether 
impacted organizations were conservative or liberal. Our audit did not look at other 
organizations within the IRS to determine if similar issues exist. 

Our Office of Investigations is currently in the process of reviewing allegations of targeted 
activity by the audit division. 

Question: Are you looking at such potential targeting by the Audit Division at this point? 

At this time, we do not have any planned or ongoing audit work related to this issue. However, 
our Office of Investigations has received and is currently in the process of reviewing allegations 
of targeted activity by the audit division and any other IRS activity that is alleged to be 
inappropriate. 

Question: Did you obtain any written documentation regarding whether the IRS communicated 
with the White House? 

We did not obtain any written documentation of any communications with the White House as 
part of our audit. 

Question: Have you reviewed any documents or communications between former Commissioner 
Doug Shulman with persons in the White House? 

We did not obtain any written documentation of any communications with the White House as 
part of our audit. 

Question: Have you undertaken to review the purpose(s) and topic(s) of former Commissioner 
Shulman's communications and meetings with the White House? 

By law, we cannot comment on whether we have any investigations ongoing in the area. 

Question: Have you determined how the confidential information of the Koch Industries tax 
returns wound up in the hands of White House economic advisor who released it to reporters? 

Under Title 26, Section 6103, we cannot comment on this matter. 
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Do IRS Employees Who Were Involved in the Ongoing Misconduct and Mismanagement 
Outlined in the TIGTA Report Really Deserve Bonuses? 

Many of the employees who were involved in the improper targeting and who knew about it and 
failed to ensure that it was promptly corrected are reported to have received bonuses at taxpayer 
expense for periods covering the time when they either participated in or failed to correct the 
improper targeting of conservative groups or were allowing protected information of these 
groups to be disseminated. 

Specifically, based on information received in a FOIA request, the Washington Examiner found 
that the following bonuses were granted: 

Name Position During Scandal Amount of Bonus 


Steven Miller Deputy Commissioner and Acting Commissioner $99,843 


Sarah Hall Ingram Head Tax Exempt/Govt Entities Division $103,390 

Joseph Grant Deputy Tax Exempt/Govt Entities Division $84,000 

Lois Lemer Director Exempt Organizations $42,53 1 

Holly Paz Acting Dir., Rulings & Agreements $16,900 

Cindy Thomas Manager of Determination Unit $ 1 3,955 


Question: Based on the numerous management failures, and failures to follow through that you 
describe in your report at the IRS and its tax exempt unit, would you personally recommend 
managers who conducted themselves in similar fashion for performance bonuses? 

Award of performance bonuses is a management decision for the IRS. TIGTA currently has one 
ongoing audit reviewing IRS awards with a report scheduled for Fiscal Year 2014. 


The Alleged “Spike” in 501(c)(4) Applications as the Reason Improper Targeting Started 

In assessing the IRS’ assertions about its fiscal requirements, the Committee considers 
information about the workload of the IRS. We must have confidence in the veracity of 
assertions made about workloads and the causes of changes in workloads. 

Question: Please clarify for the record some of these assertions regarding the tax exempt 
division. 


In response to her carefully planted question at the ABA, Ms. Lemer, and in sworn testimony 
before Congress Mr. Miller, asserted that the improper targeting of conservative groups by the 
IRS was preceded by a massive increase in applications for 501 (c)(4) status. Ms. Lemer asserted 
before the ABA, and in sworn testimony before Congress Mr. Miller averred, that this massive 
increase in applications caused inappropriate criteria to be developed as “shortcuts” that were 
necessary to handle an unprecedented surge in the number of applications that arose right after 
the Citizens United decision on January 23, 2010 and before the development and application of 
improper targeting in March. 
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Question: Is it your position that compared to the weekly and monthly flows of applications for 
501(c)(4) status in calendar year 2009, there was in fact a marked increase in 501(c)(4) 
applications received following the Citizens United decision on January 23, 2010 and the early 
March 2010 date you identified as the start of the improper targeting? 

We do not have any weekly or monthly data on the receipts by the IRS of applications for 
Internal Revenue Code Section 501(c)(4) status in Calendar Year 2009 and Calendar Year 2010. 

Question: If your office has not examined this, will you please do so and reply to us in writing? 

We did not determine the weekly or monthly number of applications for Section 501(c)(4) status 
in Calendar Year 2009 and Calendar Year 2010. If this data is captured on a weekly/monthly 
basis by IRS, we will evaluate whether it can be included in our planned audits in this area, if 
appropriate. 
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Questions for the Record Submitted by Congresswoman Jaime Herrera- 

Beutler 


Bonuses 

Question: Based on the numerous management failures, and failures to follow through that you 
describe in your report at the IRS and its tax exempt unit, would you personally recommend 
managers who conducted themselves in similar fashion for performance bonuses? 

Award of performance bonuses is a management decision for the IRS. TIGTA currently has one 
ongoing audit reviewing IRS awards with a report scheduled for Fiscal Year 2014. 
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Financial Services and General Government Subcommittee 
Hearing on Internal Revenue Service Oversight 
for Acting Commissioner Daniel Werfel 

Questions for the Record Submitted by Chairman Ander Crenshaw 

Training 

Clearly staff at the Cincinnati office did not know how to process tax-exempt applications. And 
earlier this year the IRS embarrassed itself when it came to light that the IRS spent $60 thousand 
to produce Star Trek and Gilligan’s Island training videos. 

The Treasury Inspector General for Tax Administration has since released a report (2013-10- 
037) that identified questionable expenses related to IRS conferences and employee training 
from 20 10 to 2012. 

Question: What are you going to do to ensure that every IRS employee understands taxpayer 
rights and how they should be performing their duties? 

Response: As outlined in the 30-day report, "Charting a Path Forward at the IRS: Initial 
Assessment and Plan of Action, " the IRS is delivering mandatory training on many of 
these core principles. This "back-to-basics" training, planned to be fully delivered by the 
end of the calendar year, will serve as a reminder to employees of the fundamental role of 
the IRS, as well as the core elements of the Mission Statement, values, and overall 
responsibilities. 

In addition, training and programs currently held throughout the IRS include: 

Unauthorized Access: A program to provide awareness to all IRS employees to 
ensure that employees do not compromise public confidence in our protection of tax 
account information in accordance with the Taxpayer Browsing Protection Act of 
1997. Managers, employees, and contractors are required to take this training 
annually. 

Section 1204 (Restructurine and Reform Act of 1998) and Regulation 801 (Code of 
Federal Regulations. Title 26. Part 801): This training sets forth the requirements and 
guidance for managing the use of statistics within IRS. 

The Fourteen General Principles of Ethical Conduct: The principles of this training 
are standards of ethical conduct for employees of the executive branch outlined in 5 
C.F.R. § 2635.101(b) "Basic obligation of public service." Managers are required to 
hold and document annual ethics discussions with their Bargaining Unit employees, 
covering the 14 principles of ethical conduct. 
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Additionally, there are many mandatory annual briefings that employees and managers 
are required to take, as well as several training courses specifically for new and seasoned 
managers addressing workplace ethics and taxpayer rights. 

Question: What will you do to ensure that resources available for IRS employee training aren’t 

spent frivolously or inappropriately on videos or conferences? 

Response: In February 2013, the IRS created the Servicewide Video Editorial Board 
(SVEB), which is chaired by the Communications and Liaison Communications Director 
and includes the Deputy Human Capital Officer and the Wage & Investment 
Communications Director. The SVEB reviews and approves all video projects planned 
throughout the IRS, considering cost, topic and tone, including training and education 
videos, webinars, vignettes, videos for external placement on YouTube, IRS.gov and 
related web sites, and any other ad hoc taping projects such as videos for use at IRS 
meetings and conferences. A core part of the SVEB's efforts is focused on ensuring that 
internal and external videos have a sound business purpose and advance tax 
administration interests, either through taxpayer education or internal training. The videos 
produced for the 2010 Small Business/Self-Employed Anaheim conference would not be 
approved today under the SVEB's criteria. All videos approved by the SVEB are 
forwarded to the Deputy Commissioner of Operations Support for final approval. 

In addition, the IRS established the Training Review Board (TRB), which is chaired by 
the Human Capital Officer and includes the Assistant Deputy Commissioner Operations 
Support, the Executive Assistant to the Deputy Commissioner Services and Enforcement, 
the Chief Financial Officer, the Deputy Human Capital Officer, and the Director, 
Leadership, Education and Delivery Services. The TRB exists to ensure training, 
conferences, and event-related costs are properly reviewed, justifiable and necessary to 
fulfill the vision and mission of the IRS. The Board weighs the approval 
recommendations using criteria, such as: Can any costs be reduced or eliminated 
including travel, course materials, development costs, and/or vendor costs? Can a less 
expensive location be used? Can the training/event be conducted where the majority of 
participants are located? Can the training/event be effectively converted to on-line 
learning and delivered virtually? 

Together, these two Boards ensure that employee training funds are judiciously and 
appropriately expended. The IRS has expanded the use of alternative delivery methods 
for in-pcrson meetings, training, conferences, and operational travel. Training travel 
alone has been reduced by $83 million from FY 2010 to FY 2012. The IRS estimates 
that, by the end of FY 2013, training costs will have been reduced by about 83 percent 
and training-related travel costs by 87 percent when compared to FY 2010 levels. 

IRS Employee Bonuses 

The Washington Examiner recently reported that the IRS spent $92 million on employee bonuses 

from 2009 to 2012. Some IRS executives received nearly $100,000 in bonuses over that time. 
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Question: What are you doing to ensure all bonuses, but especially executive bonuses, are used 
to recognize exceptionally good employee performance? 

Question: How will you prevent bonuses from becoming routine and customary? 

Response: IRS executive performance management and bonus policy is established by 
the Department of the Treasury (Treasury) and implemented department-wide through 
rigorous procedures. Senior executives are subject to performance review boards that 
ensure appropriate and consistent application of Office of Personnel Management (0PM) 
policies and regulations that govern performance. 

The Servicewide Performance Review Board objectively ensures that individual 
performance evaluations and ratings align with operational performance, establishes 
award levels within policy and regulation guidelines, ensures that manager performance 
is governed by the IRS' pay for performance program, and approves awards or annual 
increases in pay strictly based on performance. In addition, these review boards ensure 
consistency in applied rating levels across Treasury (for executives). 

As it pertains to Bargaining Unit employees, the 2012 National Agreement II - the 
collective bargaining agreement between the IRS and the National Treasury Employees 
Union - establishes a negotiated performance award program (enclosed is Article 1 8) 
whereby bargaining unit employees may earn various types of bargaining unit employee 
awards. 

Note: Please refer to the attachments located at the end of this document. 

As it pertains to the Senior Executive Service performance awards, Title 5 United States 
Code §5384(a) - (b)(2) states: 

(a) (1) To encourage excellence in performance by career appointees, 
performance awards shall he paid to career appointees in accordance with the 
provisions of this section. 

(2) Such awards shall be paid in a lump sum and shall be in addition to the basic 
pay paid under section 5382 of this title or any award paid under section 4507 of 
this title. 

(b) (1) No performance award under this section shall be paid to any career 
appointee whose performance was determined to be less than fully successful at 
the time of the appointee's most recent performance appraisal and rating under 
subchapter I! of chapter 43 of this title. 

(2) The amount of a performance award under this section shall be determined by 
the agency head but may not be less than 5 percent nor more than 20 percent of 
the career appointee’s rate of basic pay. 



300 


As it pertains to Presidential Rank Awards Title 5 United States Code 
§ 4507 states: 

§ 4507. Awarding of ranks in the Senior Executive Service 

(a) For the purpose of this section, ‘ 'agency ’ ' ‘senior executive ’ and ' 'career 

appointee ' ’ have the meanings set forth in section 3132(a) of this title 

(b) Each agency shall submit annually to the Office recommendations of career 
appointees in the agency to be awarded the rank of Meritorious Executive or 
Distinguished Executive. The recommendations may lake into account the 
individual 's performance over a period of years. The Office shall review such 
recommendations and provide to the President recommendations as to which of 
the agency recommended appointees should receive such rank. 

(c) During any fiscal year, the President may, subject to subsection (d) of this 
section, award to any career appointee recommended by the Office the rank of— 

(!) Meritorious Executive, for sustained accomplishment, or 
(2) Distinguished Executive, for sustained extraordinary accomplishment. 
A career appointee awarded a rank under paragraph (1) or (2) of this 
subsection shall not be entitled to be awarded that rank during the 
following 4 fiscal years. 

(d) During any fiscal year — 

(1) the number of career appointees awarded the rank of Meritorious 
Executive may not exceed 5 percent of the Senior Executive Service; and 

(2) the number of career appointees awarded the rank of Distinguished 
Executive may not exceed 1 percent of the Senior Executive Service. 

(e) (1) Receipt by a career appointee of the rank of Meritorious Executive entitles 
such individual to a lump-sum payment of an amount equal to 20 percent of 
annual basic pay, which shall be in addition to the basic pay paid under section 
5382 of this title or any award paid under section 5384 of this title. 

(2) Receipt by a career appointee of the rank of Distinguished Executive entitles 
the individual to a lump-sum payment of an amount equal to 35 percent of annual 
basic pay, which shall be in addition to the basic pay paid under section 5382 of 
this title or any award paid under section 5384 of this title. 


Question: Are monetary bonuses the most effective way to recognize and reward outstanding 
employees? 
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Response: Granting monetary performance awards is one of several effective ways to 
recognize and reward employee performance. The IRS strives to provide employees and 
managers alternative methods of recognition. 

Question: Are there effective non-monetary awards? 

Response: The IRS has a Servicewide employee recognition program that is designed to 
promote diversity and inclusion, communication, excellence, innovation, collaboration, 
and teamwork through the recognition of employees in meeting the agency goals, 
mission, and values. These recognition tools can be a powerful way to recognize 
employee accomplishments and provide incentives for high performaitce, while 
increasing employee engagement. The recognition tools and resources currently available 
are of little or no cost to the IRS and are easy for employees and managers to use. Some 
of these recognition tools include: 

• Electronic recognition cards are used to express appreciation for successful task 
completion, acknowledge strong teamwork, or recognize personal or professional 
achievements, 

• Informal certificates arc used to recognize employees for embodying team values, 
achieving milestones, acknowledging accomplishment, providing encouragement, 
or other appropriate action or behavior. 

• Honorary and management level award certificates are granted to outstanding and 
innovative employees who demonstrate a sustained strong commitment to 
achieving the IRS strategic goals and strategic foundation, embody the IRS 
values, and demonstrate outstanding leadership skills, 

• Recognition ceremonies are held online on the internet throughout the agency to 
publicly acknowledge successful achievements within and across business units, 
while reducing agency costs. 

• Career service recognition awards acknowledge specific milestones in federal 
service. 

• The IRS encourages the nomination of its personnel in federally and non-federally 
sponsored awards programs that are available to federal employees nationwide, 
including the Samuel J. Heynian Service to America Medals. 

Question: What is process and what are circumstances under which IRS can require an employee 
to repay a bonus? 

Response: Current regulations allow for repayment of a bonus only in those situations 
where payment was made as the result of administrative error. 

Voluntary Compliance Rate 

Question: Has the use of inappropriate criteria to select tax exempt applications for additional 
review hurt the voluntary compliance rate? 

Question: Is this something that IRS can monitor or quantify? 
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Response: There are undoubtedly many factors that influence the Voluntary Compliance 
Rate, and we cannot quantify the impact of each one separately. Any potential impact that 
IRS interaction with tax-exempt organizations has on the taxpaying behavior of non- 
exempt individuals or organizations would be particularly hard to isolate. 

Lines of Communication and Authority 

The TIGTA report (2013-10-053) focused a lot on the processing of tax exempt applications, but 
there seems to be some personnel problems as well. 

Question: For example, how could field employees disregard directions and decisions from IRS 
headquarters? 

Question: Is that a case of insubordination or are the IRS lines of communication and authority 
weak? 


Response: As outlined in the 30-day report, "Charting a Path Forward at the IRS: Initial 
Assessment and Plan of Action, " significant management and judgment failures occurred, 
as outlined in the TIGTA report, that contributed to the inappropriate treatment of certain 
taxpayers applying for tax exempt status. As acknowledged in the report, the timeline in 
the TIGTA report indicates extensive delays in processing and inappropriate treatment of 
taxpayers applying for tax exempt status, apparently with no or limited knowledge by 
senior management. This lack of awareness was not only a failure to communicate from 
the bottom-up, but also a failure on behalf of senior management to remain aware of what 
was going on in their units of responsibility. 

One of the cultural aspects of the IRS, like many large institutions, is that individual 
business units are motivated to solve their own problems. While this can often lead to 
positive results, many IRS business units have historically been reluctant to elevate 
issues, at least in part, out of concerns of being perceived as somehow failing to fulfill 
their duties. This is a cultural element that needs to change. To that end, the IRS Chief of 
Staff and Chief Risk Officer are working with the Senior Executive Team to understand 
the nature of this challenge and are providing recommendations to the Commissioner’s 
Office on how to change this pattern of behavior. The CRO is also establishing an 
Enterprise Risk Management (ERM) Program to identify and elevate organizational risks, 
providing senior management the information necessary to make sound decisions and 
mitigate risks across the IRS. 

IRS Policies and Procedures 

The Internal Revenue Manual provides instructions to IRS employees about policies and 
procedures for auditing, collecting, appeals, and so forth. 

Question: How does IRS ensure that IRS employees are complying with the manual? 
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Response: Since 1952, the Internal Revenue Manual (IRM) has documented 
administrative information and procedural guidance for IRS employees. All IRS 
employees have access to the IRM. The content in each IRM section is created and 
maintained by the business organization owning the process. IRS communicates to and 
trains employees using the IRM. 

IRS uses several established review proeesses to ensure that employees comply with the 
IRM. Specifically, quality reviews, operational reviews, assurance reviews and other 
management reviews are conducted based on IRM procedures. In some functions, the 
quality factor of employee performance is based upon reviewing work using the IRM 
standards. 

Question: How are changes to the manual made? 

Response: The process for authoring, clearing, and publishing an IRM section is defined 
in IRM 1.11 (for external link, see httD://www.irs.gov/irm/partl/index.html l. All business 
organizations are responsible for reviewing and maintaining IRM content related to their 
business processes. 

Many drivers provoke a change to the IRM. Specifically, an IRM section is revised to: 

• Include new or revised legislation 

• Incorporate changes in procedure resulting from organizational changes, process 
improvements, changes in related program areas, etc. 

• Incorporate interim guidance 

• Update guidance based on the Office of Chief Counsel’s opinion 

• Clarify or reorganize content using Plain Language Techniques and based on IRM 
user feedback 

In addition, the IRM is reviewed for conflicting guidance, missing content, outdated 
content, unclear procedures, and FOIA compliance. 

Prior to being published, an IRM section is reviewed by subject matter specialists, 
multiple levels of management, affected stakeholders, and, as appropriate, specialized 
reviewers. The IRM section is issued under the authority of the program owner. In Fiscal 
Year 2012, changes were made to over 800 IRM sections. 

In addition to the IRM, interim guidance is used by the organizations to issue immediate, 
time-sensitive, or temporary instructions to employees. Interim guidance modifies 
procedures currently published in an IRM section. If the guidance is permanent, it is 
incorporated into the IRM within one year of issuance. In rare occasions, the interim 
guidance may be reissued for more than one year. Interim guidance is made available to 
employees via the IRS intranet. 

Training is available to all employees with IRM responsibilities. 
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Question: A manual can’t inform every decision an employee makes. 

Response: The IRM is the primary source of “instructions to staff’ communicating 
consistent policies and procedures to all IRS employees. We expect our employees to 
follow IRM procedures, but recognize that there are many drivers that may provoke a 
change to the IRM. The timing of these drivers is not always predictable, making real- 
time updates to the IRM impracticable, particularly under today’s budgetary 
environment. IRS also communicates to employees through other documents, such as; 

• Announcements 

• Chief Counsel Orders and Notices 

• Commissioner Delegation Orders 

• Forms and Instructions 

• General Counsel Memoranda 

• Industry Specialization Program Papers 

• Internal Revenue Bulletin 

• IRS Publications 

• Market Segment Specialization Program Papers 

• Notices 

• Private Letter Rulings 

• Regulations and Treasury Decisions 

• Revenue Procedures 

• Revenue Rulings 

• Technical Advice Memoranda 

Employees are trained on the IRM procedures. Internal Revenue Code, regulations, and 
other documents and tools related to their work assignment. The training develops 
expertise and technical judgment. Subject matter experts review cases and assist with 
questions. Work is reviewed for quality and consistency. Deviations from standard 
procedures should be documented and approved by management. 

Question; How do you ensure less formal guidance or instruction provided to employees is 
appropriate? 

Response: IRM 1 . 1 1 .2.2 describes what belongs in the IRM. It also recognizes that 
certain types of information do not. Less formal guidance or instruction is appropriate 
when it supplements the IRM or is a type of information that is not required to be 
included in the IRM, such as: 

• Local/limited use guidance 

• Temporary or pilot guidance 

• Software or application specific content that provides instructions on how to use 
and operate a computer application 

• Official IRS published products, such as handbooks and style guides 

• Training documents and materials 
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Deviations from IRM procedures and local guidance/procedures are issued formally 
through memoranda or other communications and signed by the responsible program 
director. 


Oversight Organizations 

In addition to the Treasury Inspector General for Tax Administration, there are other 
organization that are supposed to act as checks on the IRS's activities such as the National 
Taxpayer Advocate, the IRS Oversight Board, Advisory Committee on Tax Exempt and 
Government Entities, Internal Revenue Service Advisory Council, and Taxpayer Advocacy 
Panel. 

Question: How closely are you working with them on implementing reforms? 

Response: I have regular conversations with the Oversight Board, and they have offered 
valuable perspectives on the operations of the IRS . 1 have also had several discussions 
with Nina Olson, the National Taxpayer Advocate. Her June 30 report offers concrete 
suggestions for addre.ssing the issues described in the recent TIGTA report. We’re also 
reaching out to the advisory boards for guidance on implementing the changes envisioned 
in the 30-day report. 

Question: Are they participating in your 30-day review? 

Response: Both the Taxpayer Advocate and the Oversight Board offered valuable advice 
on the development of the 30-day report. 

Question; Should these organizations review guidance to employees on how to conduct audits 
and examinations to ensure that taxpayer rights are protected and targeting is prevented? 

Response: The Internal Revenue Manual and interim guidance to the IRM with the 
potential to affect taxpayers are required to be cleared through the Taxpayer Advocate 
Service (TAS), which is headed by the National Taxpayer Advocate. TAS is a specialized 
reviewer. All specialized reviewers for the guidance published in the IRM are identified 
in IRM 1.1 1.9.4 (for external link, see http://www.irs.gov/irm/partl/irm 01-011- 
009.html#d0e639J . 


Tax Exempt Workioad 

Question: How many 501(c) 3, 4, 5, and 6 applications did the IRS receive in each fiscal year for 
the 2005-2012 period? 

Response: The number of applications seeking tax-exempt status under IRC sections 
501(c)(3)-(6) filed with the IRS is as follows: 


Total EO Determination Receipts (1) 
By Fiscal Year and Subsection 
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iscal Year 

IRC 501(c)(3) 

IRC 50i(c) (4) 

IRC 501(c)(5) 

IRC 501(c)(6) 

2005 

80,509 

1,704 

299 

1,676 

2006 

79,656 

1,838 

276 

1,592 

2007 

79,634 

1,642 

231 

1,526 

2008 

81,730 

1,631 

330 

1,648 

2009 

65,179 

1,751 

543 

1,828 

2010 

59,486 

1,735 

290 

1,637 

2011 

58,711 

2,265 

409 

1,836 

2012 

66,540 

3,357 

1,081 

2,338 

2013 (2) 

35,999 

2,267 

1,053 

1,518 


(1) These numbers include not only initial applications for tax-exempt status, but also 
other determinations, such as public charity and private foundation status 
determinations, advance approval of scholarship grant procedures, and group 
determinations of tax-exempt status. 

(2) Information on IRS activities is generally based on a fiscal year period (October 1 
through September 30). The data for FY 2013 reflects the preliminary information 
for the period October 1, 2012 through April 27, 2013. 


IRS Organization and Oversight 

Question: How many field offices does the IRS have? Please provide a table by division and 
location by city and state. 

Response: The IRS has 594 field offices. Please see the attached spreadsheet for details, 

Note: Please refer to the attachments located at the end of this document. 

Question: How does IRS determine how much funding and how many staff for each field office 
receive? 

Response: At the beginning of each fiscal year, funding is provided to each Business 
Unit at the Budget Activity level for on-going activities/functions. In general, this 
allocation would fund existing staff, regardless of their location, and non-labor needs 
provided to each based on the actual spend patterns in prior years. Funding for new 
projects or initiatives is allocated based on the project’s/program’s priority. Funding 
decisions related to field offices are made at the Business Unit level based on similar 
assumptions. 

Question: How will you improve the oversight of field office activities? 


Response: As outlined in “Charting a Path Forward at the IRS: Initial Assessment and 
Plan of Action,” there are three elements that will help improve oversight across the IRS: 
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• Establishing a robust Enterprise Risk Management Program; 

• Strengthening the IRS-wide Performance Management System; and 

• Enhancing communication flow to all layers of management, up to and including 
the IRS Commissioner’s office. 

Each of these initiatives are already underway. While improving risk management and 
communication in an organization as large and complex as the IRS is difficult, the IRS is 
committed to mitigating future risks across the organization. 

Question: Provide an organizational chart that shows to lowest level possible of how the IRS is 
organized and how much funding and staffing each office is allocated for fiscal year 2013. 

Response: Please see attached chart. As noted above, funding is provided at the Business 
Unit level. 

Note: Please refer to the attachments located at the end of this document. 

Chief Risk Officer 

Question: Please provide the position description and vacancy announcement for the Chief Risk 
Officer. 


Response: Attached is the position description for Chief Risk Officer/Senior Advisor. A 
vacancy announcement was not posted for this position. David Fisher was hired into this 
position using a transfer Senior Executive Service appointment, in accordance with Title 
5, United States Code, 3395(a). 

Note: Please refer to the attachments located at the end of this document. 

Conference Spending 

Question: Please provide a table of conference (meetings with 50 or more participants) spending 
in each fiscal year for the 2005-2012 period. 

Response: In the last three years, the IRS has implemented comprehensive financial 
controls over meeting and conference approval processes and dramatically cut 
expenditures related to meetings and training. 

Since Fiscal Year (FY) 2010, the IRS has instituted a number of procedures that ensure 
sound financial decisions are being made in regard to spending, including issuing at least 
1 8 instances of cost savings guidance. We have put in place an extensive series of 
procedures with regard to conferences, including elevating the conference approval 
processes so that all large meetings must be approved centrally and not solely by 
individual business units. Many of the conferences that occurred in FY 2005-FY 2012 
would not take place under our expanded and strengthened oversight process. 



308 


These procedures have resulted in the number of large meetings decreasing 75 percent 
between FY 2010 and FY 2012 and the costs of these meetings decreasing 85 percent 
over that time period. Costs for FY 2013 will be even lower. Not only are costs for 
meetings and conferences significantly down since FY 2010, costs for all training-related 
travel were 68 percent lower from FY 2010 to FY 2012. To date, our travel and training 
expenses are down more than 80 percent since FY 2010. By utilizing technology, more 
than 90 percent of our training courses were delivered virtually in FY 2012 and compared 
with FY 2010, the percentage of training hours delivered online has nearly doubled and 
our cost per hour of overall training has been reduced by 46 percent. 

Attached is a table of all conferences that had 50 or more participants in FY 2005-FY 
2012. Based on 0MB guidance, conferences include training, continuing professional 
education, professional development, conferences, meetings, and forums, which is the 
definition that was used in compiling this list. Of the total number of events over these 8 
years, 58 percent of the events and 75 percent of the total costs were for training, 
education and development. 

Note: Please refer to the attachments located at the end of this document. 

Safeguards 

Last year, Commissioner Shulman testified that there were safeguards built-in to make sure that 
the decision of whether an organization qualifies for tax-exemption has nothing to do with 
election cycles and politics. 

Question; What were the.se safeguards and how did these safeguards fail? 

Response: The IRS is dedicated to administering the nation’s tax laws in a fair and 
impartial manner. There are both statutory and policy safeguards in place to ensure this, 
and it is something we take very seriously. 

In light of recent events, including the TIGTA report on tax exemption application 
processing, we realize we need to make improvements. We are working to identify and 
implement process improvements that ensure prompt, fair and impartial adjudication of 
all applications for section 501(c)(4) status. 

The Exempt Organization function has safegutirds to ensure that exempt organizations 
are treated fairly and consistently regardless of election cycles and politics. 

In the case of approval of exempt status of an organization, all applications are screened 
to determine whether they qualify for merit closure (i.e., exemption should be granted 
without any further development). Applications that are incomplete or require 
clarification do not qualify for merit closure generally move to secondary screening and 
often require further development. Organizations with these applications (“full 
development cases”) are sent letters informing them that more development of their 
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application is needed for the IRS to determine whether the application meets the 
requirements for tax-exempt status. 

Based upon established preeedent and the facts and circumstances set forth in the 
application, the assigned determination specialist requests additional information and 
documentation to complete the file pertaining to the exempt status application materials' 
(the “administrative record”) and makes a determination. Where an application for 
exemption presents issues that require further development to complete the application 
record, the determination specialist engages in a back and forth dialogue with the 
organization in order to obtain the needed information. This back and forth dialogue 
helps applicants better understand the requirements for exemption and what is needed to 
meet them, and allows the IRS to obtain all the information relevant to the determination. 

In situations where applications need additional development and there are a number of 
applications involving similar issues (such as credit counseling organizations or down 
payment assistance organizations), the IRS sometimes assigns cases to designated 
employees to promote consistency. Additionally, in some cases, EO Technical (an office 
of specialists in Exempt Organizations), may sometimes provide technical assistance or 
develop educational materials to assist determination specialists in drafting questions for 
development letters or applying the law to the facts to ensure consistent treatment of 
taxpayers. EO Technical sometimes consults with attorneys in the IRS Office of Chief 
Counsel (Tax Exempt and Government Entities (TEGE)) in preparing materials or 
analyzing cases, if the assistance of the Office of Chief Counsel is desired. Review by 
the IRS Office of Chief Counsel (TEGE) is required prior to issuance of a final adverse 
decision on a 501(c)(3) application. 


Question: Is the committee of three career employees in the tax-exempt organization who look at 
any political referrals or any allegations of political activity that Commissioner Shulman testified 
about last year still functioning? 

Response: Yes, the EO Examination referral committee is still functioning. The IRS 
routinely receives examination referrals from a variety of sources including the public, 
media. Members of Congress or their staff. The IRS has a longstanding process for 
handling referrals so that they receive an impartial independent review. 

Question: What is the committee’s role and responsibilities? 

Response: Procedures exist to ensure that no single individual makes examination case 
selection decisions when sensitive issues are potentially involved. Referrals involving 
political activities are sent to an EO Excunination referral committee, the Political 


The application for recognition of tax exempt status, any papers submitted in support of the application, and any letter or other 
document issued by the IRS with respect to the application. See IRC § 6104(a), (d)(5): Tax Court Rule 210{b)(12). 
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Activity Referral Committee (PARC or Committee) made up of three experienced 
Exempt Organization Exam function group managers— all career civil servants. 

The committee’s responsibility is to consider, in a fair and impartial manner, whether 
information items referred have examination potential. The Committee may determine 
that additional factual information is required before a decision can be made about 
examination potential. In considering whether a referral has examination potential, the 
members of the Committee will determine whether the information item establishes a 
reasonable belief that further action by the Service is warranted. Only referrals meeting 
the reasonable belief standard will be selected for examination. “Reasonable belief’ for 
these purposes means the information item, when considered fairly and in light of other 
reliable information, if available, demonstrates that a violation of the Federal tax laws 
may have occurred or appears likely to lead to the discovery of a violation upon 
examination. In making this determination. Committee members are expected to use their 
experience, judgment, and concern for fairness. If the referral committee determines that 
there is examination potential, the referral is assigned to an examination group. When a 
referral is received by a group for examination, the Group Manager generally reviews the 
case and assigns it to an agent with the appropriate level of experience. 

Question: Did the committee play any part in the processing of targeted groups’ applications? 

Response: The EO Examinations referral committee is not involved in any part of the tax 
exemption application process. 
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Questions for the Record Submitted by Congressman Jo Bonner 

Money Market Fund Regulations 

The Securities and Exchange Commission plans to issue a proposal to make changes to money 
market mutual fund regulation at its open meeting on Wednesday. It’s widely reported in the 
press that the proposal is expected to require funds to move from a stable $1 price per share to a 
floating net asset value. So in other words, a dollar in would no longer mean a dollar out. A 
dollar in could mean a dollar and a quarter of a penny out or 99.995 cents out. This change 
creates some very significant accounting and tax issues for investors, particularly businesses that 
trade in and out of money market funds on a daily basis for cash management purposes. Very 
small capital gains and losses would now have to be tracked and recorded, and taxes paid 
accordingly. The simplicity of the investment product goes away. 

It’s been reported that SEC staff have met with IRS staff to discuss the tax implications of the 
floating NAV for money market funds. 

Question: What flexibility does the IRS have in interpreting current law to issue an exemption 
for money fund investors from having to report capital gains/losses? 

Question: Would a change require a change of law or can this be accomplished through 
exemptive relief? 

Response; The SEC published proposed regulations on June 19, 2013, that would require 
certain money market funds to price their shares at fair market value, rounded to the 
nearest basis point (one one-hundredth of one percent). In other words, a money market 
fund subject to the new SEC rule would issue and redeem shares at a floating value that 
reflects the value of assets held by the fund, as is the case with other types of mutual 
funds. Under the SEC proposal, shares issued by a “government” money market fund or 
a “retail” money market fund would not be required to float. Consequently, the money 
market funds most commonly owned by retail investors are likely to be unaffected by the 
new rules that may require floating-value shares for other (non-government, non-retail) 
funds. 

A taxpayer that holds money market fund shares that have a floating value will typically 
realize gain or loss when those shares are redeemed, as is true of shares in other mutual 
funds. Many users of money market funds very frequently redeem and purchase shares. If 
a share purchase occurs within 30 days before or after shares in the fund are redeemed at 
a loss, the transaction is a wash sale and no deduction is allowed for the loss (although 
the basis of the acquired shares is increased). The IRS has released for comment the text 
of a proposed revenue procedure that would shield these transactions from wash sale 
treatment if the loss is no more than de minimis. See Notice 2013-48, 2013-31 l.R.B. 120. 
In addition, the Internal Revenue Service is presently considering whether it is possible to 
provide a way of reporting these transactions that would accurately reflect the 
shareholder’s net gain or loss but would be much simpler for taxpayers than would be the 
current procedures. 
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GWE Administration in Indian Country 

Question: What role does the federal trust relationship between the U.S, and Indian Tribal 
Governments play in IRS compliance and enforcement actions against Tribal governments? 

Response: The IRS established the Office of Indian Tribal Governments (ITG) in early 
2000 to help Indian tribal governments comply with their federal tax obligations and to 
enable the IRS to better understand their specialized needs. The IRS consulted with tribes 
during the design of the office, and received valuable input from Indian tribal 
governments and tribal associations. 

The overall goal of the office is to use partnership opportunities with Indian tribal 
governments, tribal associations, and other federal agencies to respectfully and 
cooperatively meet the needs of both the Indian tribal governments and the federal 
government and to simplify the tax administration process. 

Question: How many compliance and enforcement actions are pending relating to programs and 
services provided by Tribal governments to tribal members? 

Response: ITG’s compliance actions primarily focus on employment and excise tax 
matters. The IRS does not have, and never has had a special program for examining 
programs and services provided by tribal governments to tribal members. Should issues 
pertaining to programs and services provided by tribal governments to tribal members 
arise, they generally surface as incidental findings in relation to such employment and 
excise tax matters. 

According to the IRS website, the Office of Indian Tribal Governments was “established to help 
Indian Tribes deal with their federal tax matters” and to provide "partnership opportunities with 
Indian Tribal Governments.” 

Question: How has the Abuse Detection and Prevention Team (ADAPT) program and its 
mission to combat fraud and abuse in Indian Country helped the Indian Tribal Governments 
Office achieve its goals? 

Response: Indian tribes represent one of the fastest growing segments of our nation's 
economy, with an annual increase in employment of over 20 percent in recent years. 

They also have very unique issues arising from treaties, and inherent sovereign rights 
applicable only to tribes. The fast growth in tribal economies, like other fast growing 
economies, makes tribes susceptible to unscrupulous individuals, who can gain a foothold 
and participate in illegal and/or unethical activities that include tax schemes. 

Many schemes occur without the direct knowledge of the tribe, and/or without an 
understanding of the consequences by the tribe. They are a major concern for both the 
IRS and tribal governments who are stmggling to protect their sovereignty and fledging 
enterprises, and maintain the support of Congress and the general public. These concerns 
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are magnified by increasing attempts by promoters to use the tax and legal status of tribes 
to shelter transactions from taxation and oversight. 

Many of the identified schemes cross jurisdictional boundaries and involve issues 
regulated by multiple entities - states, Federal agencies, and even other IRS operating 
divisions. Combating these schemes requires a coordinated approach that promotes 
consistency and communication. These emerging issues create a need on the part of ITG 
to address these issues. ADAPT helps ITG management monitor fraud and abuse within 
Indian Country and identify situations needing special attention. 

Question: What is the overall budget and staff of the Indian Tribal Governments Office, 
including budget and staffing details relating to the ADAPT program? 

Response: In FY2012, the Indian Tribal Governments Office had 69 employees, 
including management, ITG Field Specialists, and support staff. 52 of those employees 
work directly with tribes through the ITG field structure. 15 of the field level employees 
work in the ADAPT function. The overall budget expenditures of ITG during FY2012 
were $9,536,015. Of that amount, 94 percent represents salaries and benefits. 

The Treasury IG Report recommended that IRS develop specific performance objectives and 
measures for the ADAPT program. 

Que.stion: However, given that the ADAPT program has revealed very little fraud and abuse in 
the near decade of its existence, should the ADAPT program continue to exist especially in these 
lough economic times when developing cost savings measures are warranted and eliminating 
redundant federal programs is prudent? 

Response: The Treasury Inspector General for Tax Administration (TIGTA) issued a 
report on January 28, 2013, that reviewed ADAPT. The report is titled “Fraud and Abuse 
are Addressed in the Indian Tribal Sector, but Performance Objectives and Measures are 
Needed to Assess Program Effectiveness”. TIGTA found evidence that ADAPT is 
actively identifying and addressing allegations of potential fraud and abuse consistent 
with its broad goal of stemming the growth of fraud and abuse in the Indian tribal sector. 
TIGTA’s report found that, between fiscal years 2008 and 201 1, ADAPT completed 
examinations of 95 tribal entities and 208 tribal members due to indications of potential 
fraud and abuse. Since Fiscal Year 2008, ADAPT examiners have investigated and 
referred eight potential fraud cases involving 10 entities to the National Fraud Office for 
further investigation (of which four were later referred to and accepted by Criminal 
Investigation). Since Fiscal Year 2008, tax, interest, penalty, and restitution assessments 
were made against Indian tribal entities and individuals totaling more than S205 million. 

The TIGTA report recommended that specific performance objectives and measures for 
the ADAPT program be developed, noting that that there have been various challenges to 
developing specific objectives to this point, including: 
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• Concerns about setting specific goals because the IRS Restructuring and Reform 
Act of 1 998 prohibits records of tax enforcement results (number of cases closed, 
dollars assessed, etc.) from being used to set performance goals or to evaluate 
individual ADAPT examiners. 

• There is difficulty setting objective goals in the Indian tribal sector because size 
and scope of fraud and abuse is unknown. 

• ITG cannot solely control the process for identifying and addressing fraud and 
abuse issues because it depends, in part, on the efforts of other agencies or offices. 

JTG agreed with TIGTA’s recommendation and will implement such standards. 

Question; In light of the Report’s recommendation and current efforts by the IRS to exclude 
from taxation certain programs and services provided by Tribal governments to tribal members 
under the IRS General Welfare Exclusion standard, will the IRS consider suspending audits 
targeting these programs in Indian Country until final standards and guidance pertaining these 
programs and the ADAPT program are developed in consultation with tribal governments? 

Response: The IRS does not have, and never has had a special program for examining 
tribal government social welfare programs. The question may arise if the tribe seeks a 
letter ruling about a specific program. It can also arise during an IRS review of a tribal 
government’s tax reporting compliance. The Code requires all persons, including Indian 
tribal governments, to report to the IRS certain payments of $600 or more. During an 
examination, records may show such payments to tribal members, requiring further 
inquiry as to whether the general welfare exclusion applies - if so those payments do not 
have to be reported. 

We understand, however, that confusion exists regarding the types of benefits that are 
exempt from taxation under the General Welfare Exclusion. To provide appropriate 
guidance, the IRS recently issued Notice 2012-75, Application of the General Welfare 
Exclusion to Indian Tribal Government Programs That Provide Benefits to Tribal 
Members, which sets forth general welfare exclusion principles and specifies a wide 
range of benefits that qualify for exclusion. Our agents are being trained on the new 
guidance, which is in effect and can be relied upon. Additionally, we asked for comments 
on the guidance that we are in the process of reviewing. 
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Questions for the Record Submitted by Congressman Mario Diaz-Balart 

Rea! Time Tax System 

In the FY-2013 Financial Services Appropriations Subcommittee bill, there was report language 
included prohibiting the IRS from working on any simple return bill presentment model and that 
report language included any data collecting systems now known as a "Real Time Tax System," 

Part of the reason that language was inserted was to make it clear that we are opposed to the IRS 
doing tax preparation ~ by any name - or developing any other software or product that would 
allow the IRS to do tax preparation. We are opposed to any appropriated monies being spent in 
any way on making the tax collector into the tax preparer. 

Despite the IRS’ best attempts to convince people that “Real Time” has nothing to do with the 
IRS preparing people’s taxes, I believe that the technology used to build the Real Time Tax 
System is exactly the same technology the IRS needs in order to start preparing individual 
American’s tax returns. In fact the National Taxpayer advocate specifically says this is the case 
in the 201 1 Annual Report to Congress, (in item #2 on p.293. 

httD://wvyw.taxpaveradvocate.irs.gov//userfiles/file/IRS%20TAS%20ARC%20201 1%20VOL%2 
01. pdf ) 


I recently sent a letter to Acting Commissioner Miller this February inquiring about my concerns 
that IRS was creating a Real Time Tax System. Commissioner Miller wrote me back assuring me 
that “the IRS is not in the process of implementing a conversion to a Real Time Tax System.” 

Yet it has now been brought to my attention that in June 2012, IRS Contractors in a National 
Practitioner Forum presented a plan to create a Real Time Tax System, The plan (which I have a 
copy of) outlines in great detail exactly how this system will work. 

Question: Is a Real Time Tax System being worked on in any way and under any other name at 
the IRS? 

Response: The IRS is not pursuing a real time tax system to create a pre-filled or simple 
tax return program. 

The IRS is exploring ways to improve the tax filing process through earlier and more 
intelligent matching of available data, such as third-party information returns, to income 
tax returns filed by taxpayers. We refer to this exploratory effort as real time tax. 

The IRS has developed a vision for a real time tax matching process and we are exploring 
how best to move toward that vision. The vision includes reducing taxpayer burden, 
improving voluntary compliance, and increasing tax administration efficiency through 
up-front identification and resolution of compliance issues. The matching vision complies 
with the U.S. House of Representatives Committee on Appropriations directive (House 
Report 112-550) that the IRS not pursue a simple tax return program. The vision does not 
include pre-populating or pre-filling tax returns. 
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This exploratory effort is aimed at identifying and evaluating the best options for 
resolving mismatched data earlier in the process. The exploratory effort included a 
limited test to learn about the taxpayer experience, while having little or no impact on 
taxpayer return processing. The test is an ongoing learning exercise and consequently 
results are not yet available. During this exploratory effort, documents such as a notional 
roadmap and timeline projections for better matching were created but not approved or 
implemented. The IRS does not currently have a real time tax matching process 
implementation plan or schedule. 

The Government Accountability Office (GAO) recently reviewed the IRS’s real time tax 
matching exploratory effort (GAO-13-515, June 4, 2013 
http://www'.gao.gov/products/GAO-13-515). GAO determined; 

• IRS matches information returns to individual tax returns well after issuing 
refunds, resulting in delays notifying taxpayers of discrepancies, and 

• IRS is generally following leading practices in its real time tax exploratory 
efforts, but has not documented a timeline or risk management framework. 

Based on the single GAO recommendation, the IRS is developing a high-level timeline 
for different phases of the exploratory effort that will help guide activities and mitigate 
risk. 

The IRS believes the exploration of possible improvements to the tax filing process is 
necessary and appropriate. We will continue to engage with our stakeholders during this 
exploratory effort to determine what is needed to move in the direction of the real time 
tax matching vision. 

Question: If so, how much money has been spent, which IRS staff working on it, and which 
contractors are working on it? 

Question: To whom do - or had - the staff and contractors working on Real Time report to? 

Question: How much funding has been spent in total, and how much more do you expect to 
spend this year? 

Response: The IRS is not pursuing a real time tax system to create a pre-filled or simple 
tax return program. 

Since former Commissioner Shulman first spoke publically about his vision for real time 
tax in April 20 1 1 , we have explored the concept of earlier and more intelligent matching 
of available data to income tax returns filed by taxpayers to improve our current filing 
process for the benefit of taxpayers and compliance efficiency. 

The Deputy Chief Information Officer, Strategy and Modernization; the Deputy 
Commissioner of the Wage and Investment Division; and the Director of Wage and 
Investment Business Modernization Office have led the ad hoc, real time tax core team. 
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The team consisted of approximately ten employees at any one time that developed and 
refined a working vision statement and identified a preliminary set of business focus 
areas. Contractor support was provided by Booz Allen Hamilton (and their subcontractor 
Oliver Wyman), and Accenture. The contract costs to date have been approximately 
$3.54 million. 

There is no current plan to implement a real time tax matching process. A small IRS ad 
hoc team continues to explore the real time tax vision. Contractors are no longer working 
on the effort. 

Question: Please provide me with all the paper and planning documents that associated with this 
program or any adjacent programs. 

Response: The IRS is not pursuing a real time tax system to create a pre-filled or simple 
tax return program. 

The Alleged “Spike” in SOI (c)(4) Applications as the Reason Improper Targeting Started 

In assessing the IRS’ assertions about its fiscal requirements, the Committee considers 
information about tbe workload of the IRS, We must have confidence in the veracity of 
assertions made about workloads and the causes of changes in workloads. 

Question: Please clarify for the record some of these assertions regarding the tax exempt 
division. 

In response to her carefully planted question at the ABA, Ms. Lerner, and in sworn testimony 
before Congress Mr. Miller, asserted that the improper targeting of conservative groups by the 
IRS was preceded by a massive increase in applications for 501 (c)(4) status. Ms. Lerner asserted 
before the ABA, and in sworn testimony before Congress Mr. Miller averred, that this massive 
increase in applications caused inappropriate criteria to be developed as “shortcuts” that were 
necessary to handle an unprecedented surge in the number of applications that arose right after 
the Citizens United decision on January 23, 2010 and before the development and application of 
improper targeting in March. 

Question: Having now been at the IRS tasked with ascertaining what happened, is it your 
informed representation to Congress that an increase in 501(e)(4) applications following 
Supreme Court’s ruling in Citizens United did in fact precede BOTH the development and use of 
the inappropriate targeting criteria, which according to the timelines in the TIGTA Report^, 
started in early March 2010, less than two months after Citizens United ? 

Question: To ensure this committee can trust assertions about workload and tbe timing and 
causes of it, will you personally review the week-by-week and month-by-month application flow 
for 50 1 (c)(4) applications at the tax exempt division for calendar years 2009 and the first 
calendar quarter of 20 1 0, and report in writing your conclusion as to whether a significant 


'http;//wwv.treasury.gov/tigta/auditreports/2013reports/201310053fr pdf 
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increase in 501(c)(4) applications following the Citizens United decision did in fact precede 
BOTH the development and use of improper criteria in early March 2010? 

Question: Will you include in your written answer the exact amount of any such weekly or 
monthly increase in 501(c)(4) applications between January 23, 2010 [when Citizens United was 
decided] and March 1, 2010 [when IG says improper targeting started] as compared to the 
weekly and monthly averages of 501(c)(4) applications received during calendar year, not fiscal 
year, 2009? 

Question: Please include in your answer both the actual weekly and month-by-month 
breakdowns of 501(c)(4) applications received by the tax exempt unit during the period January 
1 , 2009 through March 3 1 , 20 1 0? 

Response: We have reviewed the attached Excel spreadsheet that contains all 
section 501(c)(4) application receipts from January 2009 to May 2013 and determined 
that there was no substantial increase in number of total section 50 1(c)(4) applications 
until mid-201 1 . However, we note the increase referred to in prior testimony was not an 
increase in section 501(c)(4) applications overall, but an increase in applications with 
potential lobbying or political campaign issues (“advocacy” cases). It is important to 
remember that most section 50 1 (c)(4) organizations do not have lobbying or political 
campaign issues. In early 2010, we identified an increase in advocacy cases. The 
following chart provides a breakdown of when the 298 advocacy cases reviewed by 
TIGTA were received: 


Control Date 

Recei] 

2009 

4 

Jan/Feb 2010 

3 

Mar 2010 

7 

Apr 2010 

6 

May 2010 

12 

June 2010 

7 

July 2010 

9 

Aug 2010 

9 

Sept 2010 

7 

Oct 2010 

7 

Nov 2010 

4 

Dec 2010 

8 

Jan 201 1 

15 

Feb 2011 

11 

Mar 2011 

15 

Apr 201 1 

14 

May 201 1 

6 

Jime 201 1 

22 

July 2011 

19 

Aug 2011 

10 

Sept 201 1 

12 
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Oct 201 1 

15 

Nov 201 1 

23 

Dec 201 1 

17 

2012 

36 


Note: Please refer to the attachments located at the end of this document. 

IRS Targeted Audits of Tribal Governments 

For the past decade. Tribal governments have claimed that the IRS has engaged in targeted audits 
of benefits in the form of programs and services provided by Tribal governments to tribal 
members. The IRS has considered many of these benefits taxable income. On January 28, 2013, 
the Treasury Inspector General for Tax Administration released a report confirming tribal claims 
that the IRS has increasingly targeted Indian Tribes in recent years through the efforts of the 
Abuse Detection and Prevention Team (ADAPT) program, which was established within the 
Office of Indian Tribal Governments in FY04, to combat fraud and abuse in Indian Country, and 
concluding that the ADAPT program has yielded de minimis results. The Treasury IG could not 
determine the effectiveness of the ADAPT program because this program has operated for nearly 
a decade without any performance measures. 

Question: What role does the federal trust relationship between the U.S. and Indian Tribal 
Governments play in IRS compliance and enforcement actions against Tribal governments? 

Response: The IRS established the Office of Indian Tribal Governments (ITG) in early 
2000 to help Indian tribal governments to comply with their federal tax obligations and to 
enable the IRS to better understand their specialized needs. The IRS consulted with tribes 
during the design of the office, and received valuable input from Indian tribal 
governments and tribal associations. 

The overall goal of tlie office is to use partnership opportunities with Indian tribal 
governments, tribal associations, and other federal agencies to respectfully and 
cooperatively meet the needs of both the Indian tribal governments and the federal 
government and to simplify the tax administration process. 

Question: How many compliance and enforcement actions are pending relating to programs and 
services provided by Tribal governments to tribal members? 

Response: ITG’s compliance actions primarily focus on employment and excise tax 
matters. The IRS does not have, and never has had a special program for examining 
programs and services provided by tribal governments to tribal members. Should issues 
pertaining to programs and services provided by tribal governments to tribal members 
arise, they generally surface as incidental findings in relation to such employment and 
excise tax matters. 

Question: How has the ADAPT program and its mission to combat fraud and abuse in Indian 
Country helped the Indian Tribal Governments Office achieve its goals? 
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Response: Indian tribes represent one of the fastest growing segments of our nation's 
economy, with an annual increase in employment of over 20 percent in recent years. 
They also have very unique issues arising from treaties, and inherent sovereign rights 
applicable only to tribes. The fast growth in tribal economies, like other fast growing 
economies, makes tribes susceptible to unscrupulous individuals, who can gain a foothold 
and participate in illegal and/or unethical activities that include tax schemes. 

Many schemes occur without the direct knowledge of the tribe, and/or without an 
understanding of the consequences by the tribe. They are a major concern for both the 
IRS and tribal governments who are struggling to protect their sovereignty and fledging 
enterprises, and maintain the support of Congress and the general public. These concerns 
are magnified by increasing attempts by promoters to use the tax and legal status of tribes 
to shelter transactions from taxation and oversight. 

Many of the identified schemes cross jurisdictional boundaries and involve issues 
regulated by multiple entities - states. Federal agencies, and even other IRS operating 
divisions. Combating these schemes requires a coordinated approach that promotes 
consistency and communication. These emerging issues create a need on the part of ITG 
to address these issues. ADAPT helps ITG management monitor fraud and abuse within 
Indian Country and identify situations needing special attention. 

Question: What is the overall budget and staff of the Indian Tribal Governments Office, 

including budget and staffing details relating to the ADAPT program? 

Response: In FY2012, the Indian Tribal Governments Office had 69 employees, 
including management, ITG Field Specialists, and support staff. 52 of those employees 
work directly with tribes through the ITG field structure, 15 of the field level employees 
work in the ADAPT function. The overall budget expenditures of ITG during FY2012 
were $9,536,015. Of that amoimt, 94 percent represents salaries and benefits. 
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Questions for the Record Submitted by Congressman Tom Graves 
Ready Return System 

It is of serious concern to me and others on this committee that the IRS is still working on an 
initiative to develop a Ready Return System. Your staff is aware that our Previous Chairman 
worked on report language directing the IRS to stick to its mission and not engage in a system 
that circumvents the private sector. 

Given the current concerns about the IRS’ use of personal information and the “trust” issue with 
the taxpayer, it’s likely more important than ever (and 1 hope you’ll consider) for the Committee 
to again re-assert its concerns about the IRS striking out on this new mission. 

The threat of a ready return system has always been an initiative that comes under many names 
(Ready Return, Simple Return, Real Time Tax, etc), but the concept is the same: the IRS 
independently obtains health and financial information and they have hinted that they could 
prepare a taxpayer’s return for them. 

My colleague Representative Diaz-Balart has been with your office about this issue for a W'hile 
and has sent letters to the IRS. 1 would appreciate the IRS to re-confirm to this sub-committee 
that ymu are not w'orking on a Ready Return System. 

Question: Is the IRS implementing a Ready Return System? 

Rc.sDonse: The IRS is not implementing a Ready Return System, The IRS is not pursuing 
a real time tax system to create a pre-filled or simple tax return program. 

The IRS is exploring ways to improve the tax filing process through earlier and more 
intelligent matching of available data to income tax returns filed by taxpayers. We refer 
to this exploratory effort as real time tax. 

The IRS has developed a vi.sion for a real time tax matching process and we are exploring 
how be, St to move toward that vision. The vision includes reducing taxpayer burden, 
improving voluntary compliance, and increasing tax administration efficiency through 
up-front identification and resolution of compliance issues. The matching vision complies 
widi the U.S. House of Representatives Committee on Appropriations directive (House 
Report 1 1 2-550) that the IRS not pursue a simple ta.x return program. The vision does not 
include pre-populating or pre-filling tax returns. 

This exploratory effort is aimed at identifying and evaluating the best options for 
resolving mismatched data earlier in the process. The exploratory effort included a 
limited test to learn about the taxpayer experience, while having little or no impact on 
taxpayer return processing. The test is an ongoing learning exercise and consequently 
results are not yet available. During this exploratory effort, document.s such as a notional 
roadmap and timeline projections for better matching were created but not approved or 
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implemented. The IRS does not currently have a real time tax matching process 
implementation plan or schedule. 

The Government Accountability Office (GAO) recently reviewed the IRS’s real time tax 
matching exploratory effort (GAO-13-515, June 4, 2013 
http://w\w.gao.gov/products/GAO-13-5I5). GAO determined: 

• IRS matches information returns to individual tax returns well after issuing 
refunds, resulting in delays notifying taxpayers of discrepancies, and 

• IRS is generally following leading practices in its real time tax exploratory 
efforts, but has not documented a timeline or risk management framework. 

Based on the single GAO recommendation, the IRS is developing a high-level timeline 
for different phases of the exploratory effort that will help guide activities and mitigate 
risk. 

The IRS believes the exploration of possible improvements to the tax filing process is 
necessary and appropriate. We will continue to engage with our stakeholders during this 
exploratory effort to detemiine what is needed to move in the direction of the real time 
tax matching vision. 

IRS and the Senate Permanent Subcommittee on Investigation 

On May 23, 2013, Senators Carl Levin and John McCain, the Chairman and Ranking Members 
of the Senate Permanent Subcommittee on Investigations sent you a letter stating that they had 
lost confidence in Ms. Lemer because they had for a year been asking for information: 

"[T]he IRS about how they reviewed applications filed by certain Democratic and 
Republican leaning 501 (c)(4)s. 

Our investigation has included a year 's worth of correspondence between the 
Subcommittee and the IRS, as well as document productions and repeated consultations 
with IRS staff. On April 30, 2013, Ms. Lerner and seven IRS colleagues spent six-hours 
being interviewed, on a bipartisan basis, by Subcommittee staff. That interview covered, 
among other topics, how the IRS determines which groups to review, what actions are 
taken in connection with the IRS reviews, and how the laws and regulations are used to 
examine those groups, Ms. Lerner failed to disclose the internal controversy over the 
search terms used by the Cincinnati office to identify 501(c)(4) groups for further review, 
the actions taken by that office in reviewing the identified groups, the investigation and 
imminent findings by the Treasury Department Inspector General for Tax Administration 
(TIGTA); and TIGTA 's conclusion that the IRS had used inappropriate criteria to target 
Tea Party and other conservative groups. Ms. Lerner also failed to disclose that she was 
fully aware of these, issues as early as June 2011. and. according to TIGTA, had been 
personally involved in reviewing questionable actions taken by the Cincinnati office. ” 
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Question; Would you please provide me with a complete list of the names and titles of all of 
the IRS officials who were involved in the discussions and correspondence with the Senate 
PSl Subcommittee? 

Response: From 2012-2013, correspondence regarding tax-exempt organization 
issues were sent from the IRS to Senator Levin and signed by Steve Miller as the 
Deputy Commissioner of Sendees and Enforcement and by Lois Lerner as the 
Director of Exempt Organizations. 

The following officials were involved in the discussions with the Senate PSl 
Subcommittee staff on April 30, 2013: Lois Lemer as Director of Exempt 
Organizations, Nikole Flax as Chief of Staff to the Commissioner, Janine Cook as 
Deputy Division Counsel for the Office of Chief Counsel - Tax Exempt 
Organizations and Government Entities, Cathy Barre as Director for Legislative 
Affairs, and their supporting staff. 

Question: Please provide me with the dates and IRS attendees of all meetings or phone 
conversations IRS staff had with Senate PSl since January 1, 201 1. 

Response: This request is beyond the scope of our records and institutional 
knowledge due to personnel changes. However, based on our available 
documentation for 2013, we can confirm that the IRS has participated in meetings 
with the Senate PSl staff on April 30. 2013, June 10, 2013, and June 21, 2013. 

The following IRS officials were involved in the discussions with the Senate PSl 
Subcommittee staff on April 30, 2013: Lois Lemer as Director of Exempt 
Organizations, Nikole Flax as Chief of Staff to the Commissioner, Janine Cook as 
Deputy Division Counsel for the Office of Chief Counsel - Tax Exempt 
Organizations and Government Entities, Cathy Barre as Director for Legislative 
Affairs, and their supporting staff 

The following IRS officials were involved in the discussions with the Senate PSl 
Subcommittee staff on June 10, 2013: Vicki Judson as Division Counsel for the 
Office of Chief Counsel - TEGE, David Fisher as Chief Risk Officer and Senior 
Advisor to the Commissioner, and their supporting staff 

The following IRS officials were involved in the discussions with the Senate PSl 
Subcommittee staff on June 21, 2013: Erik Corwin as Deputy Chief Counsel, Vicki 
Judson as Division Counsel for the Office of Chief Counsel - TEGE, and their 
supporting staff 

Question: Have you provided the U.S. House of Representatives with the same information 
that was shared to the Senate PSl committee? 
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Response : The IRS meets willi many Committee and Member staffs in the Senate and 
the House on various issues to provide background and expertise on tax administration, 
including issues related to tax-exempt organizations. 

On April 30, 2013, IRS staff met with Senate PSl staff to discuss the correspondence 
between Senator Levin and the IRS regarding tax-exempt organization issues. A meeting 
to discuss the correspondence between Senator Levin and the IRS has not been requested 
by any member of the House. The IRS is willing to make ourselves available and provide 
information as allowed under the law to any Member of Congress. 

On June 10, 2013, IRS staff met with Senate PSI staff to brief them on the agency’s new 
plan to address the backlog of applications for tax-exempt organizations. The House 
Ways and Means Committee staff was briefed on this same issue on June 7, 2013. 

On June 2 1 , 20 1 3 , Treasury' and IRS staff met with Senate PSI staff to hear their views on 
potential future regulations for 501(c)(4) organizations. Treasury and IRS have offered 
meetings on this topic to House Ways and Means Committee staff, but no meeting has 
been held. 

Question: It has come to my attention that IRS staff met with Senate PSI back in April 2013? 
What was the purpose of that meeting? 

Response : IRS staff met with Senate PSI staff on .April 30, 2013 to discuss the 
correspondence between Senator Levin and the IRS regarding tax-exempt organization 
issues. 

Question: Was it to prepare for the June 18 PSI IRS hearings, now postponed, that would focus 
on the IRS and its oversight and enforcement of 501(c)(3), (4) issues? 

Response : IRS staff met with Senate PSI staff on April 30, 2013 to discuss the 
correspondence between Senator Levin and the IRS regarding tax-exempt organization 
issues. 

Question: Was any 6103 information shared with the Senate PSI Committee? 

Response : The IRS made every effort to fiilly and accurately respond to all questions and 
document requests from the Senate PSI Committee. Section 6103 of the Code prohibits 
the disclosure of returns and return information absent specific authority in the Internal 
Revenue Code. Section 6104 of the Code is an exception to tire 6103 confidentiality rule 
requiring the IRS to make certain materials regarding exempt organizations available to 
the public inspection, including Form 990 annual information returns and applications of 
and determination letters to applicants after they are granted exempt status. As this 
information is available to the public under section 61 04, the IRS would have shared and 
did share this type of information with the Senate PSI Committee to the extent it was 
responsive to their requests. 6103 information was not shared with the Senate PSI 
Committee during the April 30, 2013 meeting. 
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Question; If it were, would that have been violation of 6103 since no one on PSI is authorized to 
have access to such information? 

Response : As stated above, generally, section 6103 of the Code prohibits the disclosure 
of infonnation about specific taxpayers unless the disclosure is authorized by a provision 
of the Code, and no 61 03 information was shared with the Senate PSI Committee during 
the April 30, 2013 meeting. 



326 


Questions for the Record Submitted by Congressman Kevin Yoder 

Current Application Status 

The IRS keeps saying this problem ended in 2012. Yet there are dozens and dozens of tea party 
and conservative groups still waiting for their tax exempt status from the IRS. 

Question: How many of the targeted eonservative organizations are still awaiting their tax 
exempt status? 

Question: How old is each application? 

Que.stion: When does the IRS anticipate sending its determination for each open case? 

Question: Why are these targeted groups still waiting? 

Question: What are you doing to ensure that those groups awaiting their letters of exempt status 
receive them right away? 

Response: We do not track applications based on political philosophy. The IRS is in the 
process of a service-wide review of identifying areas for improvement, including tlie 
application process for tax-exempt status. To start, the IRS is offering an expedited 
option to organizations applying for IRC § 501(c)(4) exemption whose applications, as of 
May 28, 2013, have been pending 120 days or more since their original filing date, and 
that indicate the organization may be involved in political campaign intervention or issue 
advocacy. There were 1 32 applications that met this criteria of which 120 had been open 
more than 200 days. This included 28 cases open more than 200 days but less than 1 year, 
73 cases open more than I year but less than 2 years, and 1 9 cases open more than 2 
years. As of September 6, 2013, there have been 89 closures (67% of this inventory). 

Further, consistent with a TIGTA recommendation, the Tax Exempt and Government 
Entities (TE/GE) Division discussed with IRS Chief Counsel and the Department of the 
Treasury's Office of Tax Policy, possible changes to the guidance on how to measure the 
“primary activity” of IRC § 501(c)(4) social welfare organizations. These discussions 
included the consideration of how to clarify the definition of “political campaign 
intervention.” The Department of the Trea.sury and the IRS included this issue in the 
2013-2014 Priority Guidance Plan issued .August 9, 2013. The Plan identifies and 
prioritizes the tax issues that should be addressed through regulations, revenue rulings, 
revenue procedures, notices, and other published administrative guidance. 

The IRS plans to pursue multiple avenues to ensure taxpayers are properly served. The 
IRS also welcomes any support Congress can provide in administering the nation’s tax 
laws in an impartial and fair manner. 
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Washington, D.C. Involvement 

IRS management employees told the Inspector General and Congress that this problem of 
targeting conservative and tea party groups was limited to a few low level employees in 
Cincinnati. However, there are increasingly reports that there was direct involvement of IRS 
employees in the Washington DC office of the IRS in this entire escapade as early as 201 1 . 

Question: What are you doing to identify those individuals and units in Washington, DC that 
were involved? 

Response: Our review of the events that occurred is not complete and will take some 
lime in order to be conducted properly. Wc have already made a number of key personnel 
changes in the leadership ranks of the TRS, including those based in Washington DC, 
based on available information. As a result, there is now new leadership in place at five 
different levels of the IRS senior executive and management chain involved in these 
matters. 


Audit Division Investigation 

Question: What investigation have you done to review the IRS Audit Division? 

Response: The IRS does not have a single Audit Division. The IRS is primarily 
organized around four ta.xpayer segments: Wage and Investment (W&l), Small 
Business/Self Employed (SB/SE), Large Business and International (LB&I), and Tax 
Exempt and Government Entities (TE/GE). Each of these organizations has its own 
examination function, with procedures appropriate for that taxpayer segment. The 
examination case selection criteria are constantly reviewed and adjusted based on 
extensive data collection and analysis, with the intent to yield the highest return on our 
enforcement dollars. 

All cuiTent indications are that the issues that TIGTA identified in its recent report do not 
occur elsewhere in the IRS. Whether in the divisions of Wage and Investment, Small 
Business / Self-Employed, or Large Businc.ss and International (our other major business 
units), there is no current evidence that our selection criteria is applied inappropriately, 

Despite these conclusions, the nature of the problems identified in the tax exempt 
application process, coupled with the concerns raised by taxpayers, warrants a review of 
certain process controls within the IRS. To this end, the new Chief Risk Officer at the 
IRS established a plan that will initiate a comprehensive, agency-wide review of our 
compliance selection criteria, encompassing all business units across the IRS. To prepare 
for this review and assessment, we are working with the leadership of the major business 
units to conduct a thorough evaluation of all relevant documentation, and to prepare 
updates as warranted. This step will be followed by an analysis of these documented 
criteria and an objective assessment of the appropriateness of such criteria. We will then 
share the details of this assessment with the leadership of the Department of the Treasury, 
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the IRS Oversight Board, and the Chairpersons of the House Ways and Means 
Committee and the Senate Finance Committee. 

Question: What standards were applied since 2010 for the audits of conservative organizations 
such as the Leadership Institute? 

Response: The Internal Revenue Code (IRC) section 6103 prohibits the disclosure of 
information about specific taxpayers unless the disclosure is authorized by some 
provision in the IRC, or the taxpayer consents to the disclosure. And although we track 
whether potential lobbying or political campaign issues arise during an examination, we 
do not identify any examinations or taxpayers based on political philosophy. However, 
we can speak generally to the examination or audit process, including the handling of all 
allegations or referrals w’c receive. 

Exempt Organizations (EO) maintains a multi-faceted post-filing compliance program 
that conducts reviews of exempt organizations to identify current emerging issues. EiO 
uses these emeraing is sues as an approach for selecting ex aminati ons. 

Tw'o primary ways to identify the emerging issues used to focus the selection process of 
EO examinations are (1) compliance projects and (2) casework (i.e., referrals, refund 
claims, redesigned Form 990 queries, etc. 

Compliance Projects: Compliance projects direct resources to areas of knowm or 
suspected noncompliance. Projects are distinguishable from general casework because 
they have a directed purpose, and may involve more than one function or activity (e.g., 
examinations, compliance checks, educational outreach, etc.). To best focus our 
resources, the Strategic Planning Working Group (SPWG), which includes 
representatives from all EO functions - Rulings and Agreements, Guidance, 
Determinations, Examinations, as well as related Communications and Outreach, 
Research, and Counsel - reviews information from numerous sources, including trending 
data from the Form 990, applications for exemption, PIC codes, the new's media and 
external and internal referrals. The process highlights areas of concern and areas where 
we need to learn more to strengthen compliance and improve tax administration. We then 
develop compliance projects to focus on those areas. Current compliance projects are 
described in the EO Workplan, which is publicly available on the IRS website. 

Casework: There are several types of casework, including referrals and the redesigned 
Form 990 queries. 

• Redesigned Form 990: The redesigned Fonn 990, w'hich underw'ent a three-year 
phase-in process, provides us with more information about exempt organizations. 
This allows us to use data analytics and build risk models that will guide our work 
and greatly improve our ability to support high standards of transparency and 
stewardship among exempt organizations. We developed a strategy to implement 
these into our projects and other sources of work. 
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• Referrals - IRM 4.75.5: All referrals from any source that allege that a tax-exempt 
organization is in potential noncompliance with the tax law are sent to EO 
Examinations in Dallas. All EO Examination referrals are entered into a database 
for tracking purposes. Not all referrals entered into the database will be selected 
for examination. Employees in that office review each allegation to determine 
whether it falls under EO Examinations’ jurisdiction. If it is not an EO ease, the 
referral is forwarded to the appropriate IRS Operating Division to be worked 
through their referral process, if it is an EO case, the Examinations staff initiates 
“case building,” which includes pulling transcripts of Fonn 990 and performing 
other research as appropriate to allow the IRS to make a decision based on a 
“reasonable belief standard” that further action is warranted. 

Procedures exist to ensure that no single individual makes case selection decisions 
when sensitive issues are potentially involved. All referrals involving political 
activities are sent to an EO Examination referral committee (Political Activity 
Referral Committee (PARC)) made up of three experienced, career civil servants. 
Under IRM 4.75.5.4, cases forwarded for Committee review include those: 

• Containing evidence or allegations of political or lobbying activities; 

• Containing evidence or allegations of financial transactions with, 
including contributions to, individuals or organizations with known or 
suspected terrorist connections; 

• Containing evidence or allegations involving a church; 

• Involving high-impact issues (e.g., the decision may result in media 
attention); 

• Involving sensitive cases (e.g., the information was submitted by an 
elected official (other than Congress or Executive Branch)); 

• Submitted by a Member of Congress (or Congressional .staff); or 

• Involving other factors indicating that review by the EO Refenal 
Committee would be desirable for reasons of fairness or integrity. 

The committee’s responsibility is to consider, in a fair and impartial manner, 
whether information items referred, have examination potential. The committee 
may determine that additional factual information is required before a decision 
can be made about examination potential. In considering whether a referral has 
examination potential, the members of the committee will determine whether the 
information item establishes a reasonable belief that further action by the Service 
is warranted. Only referrals meeting the reasonable belief standard wall be 
selected for examination. “Reasonable belief’ for these purposes means the 
information item, when considered fairly and in light of other reliable 
information, if available, demonstrates that a violation of the federal tax laws may 
have occurred or appears likely to lead to the discovery of a violation upon 
examination. In making this determination, committee members are expected to 
use their experience, judgment, and concern for fairness. If the referral committee 
determines that there is examination potential, the referral is assigned to an 
examination group. When a referral is received by a group for examination, the 
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Group Manager generally reviews the case and assigns it to an agent with the 
appropriate level of experience. 

For more on general IRS examination procedures, the Internal Revenue Manual Part 4: 
Examining Process provides extensive information.^ 

Question: What standards were used for the selection for audit of the personal and business tax 
returns of individuals who either contributed to conservative groups or were leaders of the 
targeted conservative groups? 

Response: We are not aware of atiy process, practice or standard for the selection of 
persona! and business ttix returns of individuals on the basis they contributed to 
conservative groups or were leaders of the target conservative groups. 

While the IRS accepts most returns as filed, some returns are examined to determine if 
income, expenses, and credits are reported accurately. The IRS uses a variety of 
techniques to focus examination resources. As returns are processed, returns are scored 
by a computer program for compliance risk, with a higher score indicating a higher 
probability that a change will be recommended during an examination. While the 
computer scoring is the most frequent reason for selecting a return for examination, there 
are other reasons the TRS may select a return for examination. Some examples include: 


* Note; in light of recent media and congressional attention on the EO Exam Review of Operations Office (ROO), the following 
explanation clarifies the ROO's role and responsibilities. 

The referrals or allegations of noncompliance described above are more specifically known as EO exam Classification referrals 
because such referrals are forwarded to EO Classification, an office within EO Examinations. The Review of Operations Office 
(ROO), another office within EO Examinations, conducts post-filing compliance checks on exempt organizations when an IRS office 
makes EO Exam ROO follow-up referrals or requests. 

For instance. ROO follow-up referrals requested by the EO Determinations office should be made for material issues when 
questionable activity is likely to occur, e.g., future operations may impact exempt status, generate UBi or other tax liabilittes, or 
necessitate a change In private foundation classification. See iRM 7.20.1.5.2 for more information. 

The ROO was established as a result of the 2003 project group report from the Advisory Committee on Tax Exempt and 
Government Entities (ACT), a committee consisting of EO community stakeholders. To improve the determination process, the ACT 
recommended instituting a "post-review” system to conduct regular operational reviews of organizations that were granted tax- 
exempt recognition 3-5 years out to ensure these tax-exempt organizations were compliant and operated in a manner consistent 
with their stated tax-exempt purposes since most new organizations are unable to provide reliable information or predictions about 
their activities or sources of support. 

Because the ROO conducts a foliow-up review of an organization AFTER an organization has been recognized as tax-exempt 
and/or has been operating for a coupie years or so, the ROO determines whether an organization's activities are consistent with 
their stated tax-exempt purposes and whether the organization is adhering to record-keeping and reporting requirements. However, 
the ROO is not authorized to examine an organizaOon's books and records or ask questions regarding tax liabilities. 

The ROO has two sources of post-review -- one based on a statistical random sample that generally evolves into a compliance 
project and the other was future year referrals from EO Determinations. The ROO carries out its post-filing compliance work without 
needing to contact taxpayers, A ROO review is NOT an examination; the ROO looks at an organization’s Form 990, website, and 
other publicly available information to see what it is doing and whether it continues to be organized and operated for tax-exempt 
purposes. The ROO may look at a random sample of new organizations after they have operated for a year or two, and also follows 
up with older organizations that we have examined and with whom we have entered into a closing agreement to resolve compliance 
issues. If it appears from a ROO review that an organization may not be compliant, the organization is referred for examination. 
Separately, the ROO conducts the statutorily mandated community benefit reviews of tax-exempt hospitals. 
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• Compliance research initiatives that are necessary to refresh and maintain the 
compliance risk models and update overall estimates of non-compliance, 

• Third party information such as 1099’s and W-2’s, and 

• Information received from other sources (internal and external) on potential non- 
compliance with the tax lawra or inaccurate filing. This information is evaluated 
for reliability and accuracy before it is used as the basis of an examination or 
investigation. 

Written procedures govern all aspects of the process for selecting returns for 
examination. 

Question; In other words, have you reviewed the internal communications between various 
branches and divisions of the IRS to determine if there were communications between the 
Exempt Organizations Unit and the Audit Division among others? 

Response: There is not one Audit Division at the IRS. There is an Exam unit within the 
Exempt Organizations unit. In re.sponse to numerous congressional requests, we have 
gathered internal communications among Exempt Organizations personnel and are in the 
process of producing to Congress the communications that are responsive to those 
requests. 


SEC Money Market Funds 

The Securities and Exchange Commission plans to issue a proposal to make changes to money 
market mutual fund regulation at its open meeting on Wednesday. It’s widely reported in the 
press that the proposal is expected to require funds to move from a stable $1 price per share to a 
floating net asset value. So in other words, a dollar in would no longer mean a dollar out. A 
dollar in could mean a dollar and a quarter of a penny out or 99.995 cents out. This change 
creates some very significant accoimting and tax issues for investors, particularly businesses that 
trade in and out of money market funds on a daily basis for cash management purposes. Very 
small capital gains and losses w'ould now have to be tracked and recorded, and taxes paid 
accordingly. The simplicity of the investment product goes away. It’s been repotted that SEC 
staff have met with IRS staff to discuss the tax implications of the floating NAV for money 
market funds. 

Question: What flexibility does the IRS have in interpreting current law to issue an exemption 
for money fund investors from having to report capital gains/losses? 

Question: Would a change require a change of law or can this be accomplished through 
exempted relief? 

Response: The SEC published proposed regulations on June 19, 2013, that would require 
certain money market funds to price their shares at fair market value, rounded to the 
nearest basis point (one one-hundredth of one percent). In other words, a money market 
fund subject to the new SEC rule would issue and redeem shares at a floating value that 
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reflects the value of assets held by the fund, as is the case with other types of mutual 
funds. Under the SEC proposal, shares issued by a “government” money market fund or a 
“retail” money market fund would not be required to float. Consequently, the money 
market funds most commonly owned by retail investors are likely to be unaffected by the 
new rule.s that may require floating-value shares for other (non-goverrunent, non-retail) 
funds. 

A taxpayer that holds money market fund shares that have a floating value will typically 
realize gain or loss when those shares are redeemed, as is true of shares in other mutual 
funds. Many users of money market funds very frequently redeem and purchase shares. If 
a share purchase occurs within 30 days before or after shares in the fund are redeemed at 
a loss, the transaction is a wash sale and no deduction is allowed for the loss (although 
the basis of the acquired shares is increased). The IRS has released for comment the text 
of a proposed revenue procedure that would shield these transactions from wash sale 
treatment if the loss is no more than de minimis. See Notice 2013-48, 2013-3 1 I.R.B. 120. 
In addition, the Internal Revenue Service is presently considering whether it is possible to 
provide a way of reporting these transactions that would accurately reflect the 
shareholder’s net gain or loss but would be much simpler for taxpayers than would be the 
current procedures. 


IRS Workload 

In assessing the IRS’ assertions about its fiscal requirements, the Committee considers 
information about the workload of the IRS. We must have confidence in the veracity of 
assertions made about workloads and the causes of changes in workloads, 

Question: Please clarify for the record some of these assertions regarding the tax exempt 
division. 

In response to her carefully planted question at the ABA, Ms. Lerner, and in sworn testimony 
before Congress Mr, Miller, asserted that the improper targeting of conservative groups by the 
IRS was preceded by a massive increase in applications for 501(c)(4) status. Ms. Lenier asserted 
before the ABA, and in sworn testimony before Congress Mr. Miller averred, that this massive 
increase in applications caused inappropriate criteria to be developed as “shortcuts” that were 
necessary to handle an unprecedented surge in the number of applications that arose right after 
the Citizens United decision on January 23, 2010 and before the development and application of 
improper targeting in March. 

Question: Having now' been at the IRS tasked with ascertaining what happened, is it your 
informed representation to Congress that an increase in 501(c)(4) applications following 
Supreme Court’s ruling in Citizens United did in fact preced e BOTH the development and use of 
the inappropriate targeting criteria, which according to the timelines in the TIGTA Report', 
started in early March 2010, less than tvvo months after Citizens United ? 


http://www.treasury.gov/tigiayauditreporls/2D13reports/201310053fr.pdf 
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Question: To ensure this committee can trust assertions about workload and the timing and 
causes of it, will you personally review the week-by-weck and month-by-month application flow 
for 501(c)(4) applications at the tax exempt division for calendar years 2009 and the first 
calendar quarter of 20 1 0, and report in writing your conclusion as to whether a significant 
increase in 501(c)(4) applications following the Citizens United decision did in fact precede 
BOTH the development and use of improper criteria in early March 2010? 

Question: Will you include in your written answ'er the exact amount of any such weekly or 
monthly increase in 501(c)(4) applications between January 23, 2010 [when Citizens United was 
decided] and March 1, 2010 [when IG says improper targeting started] as compared to the 
weekly and monthly averages of 501(c)(4) applications received during calendar year, not fiscal 
year, 2009? 


Question: Include in your answer both the actual weekly and month-by-month breakdowns of 
501(c)(4) applications received by the tax exempt unit during the period January 1, 2009 through 
March 31, 2010? 

Response: We have reviewed the attached Excel spreadsheet that contains all 
section 501(c)(4) application receipts from January 2009 to May 2013 and determined 
that there was no substantial increase in number of total section 501(c)(4) applications 
until mid-201 1 . However, we note the increase referred to in prior testimony was not an 
increase in section 501(c)(4) applications overall, but an increase in applications with 
potential lobbying or political campaign issues (“advocacy” cases). It is important to 
remember that most section 50 1 (c)(4) organizations do not have lobbying or political 
campaign issues. In early 2010, we identified an increase in advocacy cases. The 
following chart provides a breakdown of when the 298 advocacy cases reviewed by 
TIGTA were received; 


Control Date 

Recei] 

2009 

4 

Jan/Feb 2010 

3 

Mar 2010 

7 

Apr 2010 

6 

May 2010 

12 

June 2010 

7 

July 2010 

9 

Aug 2010 

9 

Sept 2010 

7 

Oct 2010 

7 

Nov 2010 

4 

Dec 2010 

8 

Jan 201 1 

15 

Feb 2011 

11 

Mar 2011 

15 

Apr 201 1 

14 

May 201 1 

6 
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,Iune 201 1 

22 

July 201 1 

19 

Aug 2011 

10 

Sept 2011 

12 

Oct 201 1 

15 

Nov 2011 

23 

Dec 2011 

17 

2012 

36 


Note: Please refer to the attachments located at the end of this document. 

Identifying the Responsible Parties 

Our Committee is charged with ensuring that the IRS makes proper and efficacious use of the 
funds appropriated for its operation. It is clear that for some period of time, funds have not been 
well spent when it comes to the service the American people have received from the IRS’ tax- 
exempt division. 

We now all know that the front-line personnel in this unit dating back to early 2010 used what 
the IG stated are “improper” criteria. They used these improper criteria to single out for 
questioning unrelated to the relevant legal standards conservative groups for a period of about 
two years. They were improperly releasing protected taxpayer information on other groups 
including their donors and applications for exempt status that had not yet been approved. And the 
harm arising from their discriminatory treatment has continued unabated to this day in the case 
of the many groups still awaiting a determination of their applications! 

We also know from the IG report that the management all the way up the line at the tax exempt 
division during this period of early 2010 right up until the infamous “planted question” was 
inept. They permitted this situation to arise. They failed to ensure changes were made and that 
corrective recommendations were carried out. To this day the management chain tliroughout the 
tax-exempt division and the entire IRS is still failing to rectify the plight of victimized groups 
that continue to wait for a response. 

It is also clear that from the lowest level IRS employees in the tax exempt division to the highest 
levels of your Agency, including former Acting Commissioner Miller, there is a failure to 
comply with the President’s stated intention to cooperate with Congressional investigations of 
the improper activity that has occurred. This is evident from the refusal of anybody to date to 
simply identify the individual or individuals within the tax exempt unit who initiated the 
improper targeting and are personally responsible for this discriminatory treatment of citizens. 
This inability to say who is personally responsible is most shocking w’hen IRS officials have 
been quoted in the press as saying there were “two rogue employees” who were “off the 
re.ser\'ation” and employees were allegedly disciplined, but the IRS yet to provide the names of 
responsible parties to Congress. 


Question: Do you today have the names of the individual IRS employees responsible for what 
has occurred? 
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Question: When can we expect that you will provide to us the names of all the individuals that 
you deem personally responsible for the improper conduct uncovered to date? 

Question: How do you envision meeting the imperative of holing the responsible parties 
accountable if you never identify them? 

Question: What steps have you personally undertaken to identify the names of the responsible 
parties at every level? 

Response: To properly determine accountability for the activities that formed the basis 
for TIGTA’s findings, it is necessary to review what are vast quantities of documents in 
order to identify the relevant ones. We are engaged in that effort and are producing that 
material to Congress as quickly as we can. In addition, an accountability inquiry is 
typically aided by interviews of the potentially responsible individuals. Currently, 
several congressional committees are conducting these interviews, as is TIGTA and the 
Department of Justice. TIGTA and the Department of Justice have asked the IRS not to 
conduct such interviews in order to enable them to conduct their investigation properly. 

In addition, I have established an Accountability Review Board to assist in sorting 
through the documentary record related to the issues identified in the TIGTA Audit. The 
Board is sorting through documents and will yield recommendations for personnel 
actions on a case-by-case basis. It is important to reach closure on these personnel actions 
in a timely fa,shion. The Board will initially assist in determining any appropriate 
disciplinary action for executives. It will also assist in identifying any further personnel 
actions that may be appropriate for other individuals who participated in these activities., 

Question: Do you believe the two IRS employees Mr. Miller said were “counseled” or “re- 
assigned” are among the responsible parties? 

Question; If so, do you feel “counseling” and “re-assignment” is all the discipline that is 
warranted for responsible parties? 

Question: If not, what .steps do you envision against each responsible party and do you feel they 
should continue at the IRS? 

Response: Our review' is ongoing, and the IRS continues to w'ork to identify the 
individuals within the IRS who arc responsible for the mismanagement identified in the 
TIGTA report, evaluating the extent to which their actions (or failure to act) contributed 
to the problems identified, and determining the appropriate consequences for each 
individual. To date, the IRS has already taken steps to ensure accountability by installing 
new leadership at all five levels of the managerial chain involved in these matters. In 
addition, we aie digging deeper into the facts to determine if there are instances of 
wrongdoing or inappropriate conduct beyond the mismanagement identified in tire 
original TIGTA report. 

In doing so, we continue to closely monitor and w'ork with the ongoing investigations by 
TIGTA, the Justice Department, and Congressional committees, to uncover additional 
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facts as they materialize through these processes and determine appropriate actions. Any 
adverse actions taken against responsible employees, including members of the career 
and senior executive service, will follow the processes provided for in 5 DSC 7106, , 5 
use 7541-7543, section 1203 of the IRS Restructuring and Reform Act of 1998, and any 
other relevant statutes, regulations and policies. Any adverse actions taken against 
responsible employees of the Bargaining Unit will follow the processes provided in the 
National Agreement 11. 


Bonuses 

Many of the employees who were involved in the improper targeting and who knew about it and 
failed to ensure that it was promptly corrected arc reported to have received bonuses at taxpayer 
expense for periods covering the lime when they either participated in or failed to correct the 
improper targeting of conservative groups or were allowing protected information of tliese 
groups to be disseminated. 

Specifically, based on information received in a FOIA request, the Washington Examiner found 
that the follownng bonuses were granted: 


Name 

Position During Scandal 

Amount of Bonus 

Steven Miller 

Deputy Commissioner and Acting Commissioner 

$99,843 

Sarah Hall Ingram 

Head Tax Exempt/Govt Entities Division 

$103,390 

Joseph Grant 

Deputy Tax Exempl/Go\1 Entities Division 

$84,000 

Lois Lerner 

Director Exempt Organizations 

$42,531 

Holly Paz 

Acting Dir., Rulings & Agreements 

$16,900 

Cindy Thomas 

Manager of Determination Unit 

$13,955 


We need to understand if you are on the same wavelength as this Committee and the American 
people about the concepts of performance and accountability and the propriety of paying bonuses 
with taxpayer dollars. 

Que.slion: Do you believe, knowing what you now know, that any of the above people, all of 
whom were in the direct chain of command over the IRS unit that used improper criteria, 
targeted citizens for improper reasons, continues to withhold determinations on their 
applications, and has repeatedly failed to protect taxpayer information of conservative groups 
deserve a performance bonus for any period that encompa.sses March 201 0 to the present? 

Question: If so, which ones and why? 

Question: If you do not think based that any of these people should not have been avvarded 
bonuses, what steps are you taking to recoup those improperly paid bonuses? 

Response: Our review is ongoing, and the IRS continues to work to identify the 
individuals within the IRS who are responsible for the mismanagement identified in the 
TIGTA report, evaluating the extent to w'hich their actions (or failure to act) contributed 
to the problems identified, and determining the appropriate consequences for each 
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individual To date, the IRS has already taken steps to ensure accountability by installing 
new leadership at all five levels of the managerial chain involved in these matters. 

That said, current regulations allow for repayment of a bonus only in those situations 
where payment was made as the result of administrative error. 

In addition, to clarify, the amounts received by each individual you mention are not 
single awards, but instead are aggregate amounts received over multiple years. 

Question: What, if any, new legal authorities do you require to recoup these improperly paid 
bonuses and to ensure that IRS employees who get bonuses and are later e.vposed as engaging in 
inappropriate, negligent or substandard conduct will be forced to repay bonuses that they did not 
really merit? 

Response: The IRS is not the agency that determines Federal personnel policy, and 
therefore has no comment on the specific proposal in the question. However, as noted 
above the IRS is working within its current authorities to hold individuals accountable foi 
the mismanagement identified in the TIGTA report. 

Question: Please provide in writing to this committee a complete and accurate list of the names, 
titles and dates of the individuals who were involved in recommending or approving bonuses 
during any fiscal year since 2009 for each of the individuals that I named above. In your answer 
please provide by fiscal year the amount and asserted rationale for each bonus payment. 

Response: The awards in question were provided within authorities provided by 
Congress (as it pertains to SF,S Performance Awards, Title 5 United States Code (USC) 
§5384(b)(2) and as it pertains to Senior Managers, Title 5 USC Chapter 45 - Incentive 
Awards). Information specific to bonuses for Internal Revenue Senior Managers (IR 
SM) can be found in the FY12 IR Performance Bonus Guidance for Managers. There is 
no indication that the bonuses were provided outside of these established requirements. 

The individuals involved in recommending or approving bonuses include: 

Note: Please refer to the attachments located at the end of this document. 

The amount and asserted rationale for each bonus payment for each individual includes: 

Note: Please refer to the attachments located at the end of this document. 
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Questions for the Record Submitted by Congressman Steve Womack 


Real Time Tax System 

As you may know, former Commissioner Shulraan testified in support of converting to a Real 
Time Tax System, However, the House Appropriations Subcommittee on Financial Services and 
General Government has twice included language in its report directing the Internal Revenue 
Service (IRS) to not expend any resources to convert to such a system. 

In response to a letter earlier this year, then-Acting Commissioner Miller indicated that the IRS 
was not working on converting to a Real Time Tax System, However, it has been brought to my 
attention that, in June 2012, the IRS presented a plan to create a Real Time Tax System in a 
National Practitioner Forum. 

As you indicated in your testimony, the American public has lost trust in the IRS, and the agency 
has been less than forthcoming with Congress. My fear is the IRS is not telling the full story 
when it comes to a Real Time Tax System. 

Question: Is the IRS, in any way, working on a Real Time Tax System or a system similar to a 
Real Time Tax System but under a different name? 

Response: The IRS is not pursuing a real time tax system to create a pre-filled or simple 
tax return program. 

The IRS is exploring ways to improve the tax filing process through earlier and more 
intelligent matching of available data to income tax returns filed by taxpayers. We refer 
to this exploratory effort as real time tax. 

The IRS has developed a vision for a real time tax matching process and we are exploring 
how best to move toward that vision. The vision includes reducing ta,xpayer burden, 
improving voluntary compliance, and increasing tax administration efficiency through 
up-front identification and resolution of compliance issues. The matching vision complies 
witli the U.S. House of Representatives Committee on Appropriations directive (House 
Report 112-550) that the IRS not pursue a simple tax return program. The vision does not 
include pre-populating or pre-filling tax returns. 

This exploratory effort is aimed at identifying and evaluating the best options for 
resolving mismatched data earlier in the process. The exploratory effort included a 
limited test to learn about the taxpayer experience, while having little or no impact on 
taxpayer return processing, The test is an ongoing learning exercise and consequently 
results are not yet available. During this exploratory' effort, documents such as a notional 
roadmap and timeline projections for better matching were created but not approved or 
implemented. The IRS does not currently have a real time tax matching process 
implementation plan or schedule. 



339 


The Govemmenl Accountability Office (GAO) recently reviewed the IRS’s real time tax 
matching exploratory effort (GAO-13-515, June 4, 2013 
http://www.gao.gov/products/GAO-13-515). GAO determined: 

• IRS matches information returns to individual tax returns well after issuing 
refunds, resulting in delays notifying taxpayers of discrepancies, and 

• IRS is generally following leading practices in its real time tax exploratory 
efforts, but has not documented a timeline or risk management framework. 

Based on the single GAO recommendation, the IRS is developing a high-level timeline 
for different phases of the exploratory effort that will help guide activities and mitigate 
risk. 

The IRS believes the exploration of possible improvements to the tax filing process is 
necessary and appropriate. We will eontinue to engage with our stakeholders during this 
exploratory effort to determine what is needed to move in the direction of the real time 
tax matching vision. 

Question: If so, 

a. How much money, to date, has been spent on it? 

b. How much money do you expect to spend this year? 

c. How many, and which, FTEs were working on it? 

d. How many, and which, FTEs are now working on it? 

e. How many, and which, contractors were working on it? 

f. How many, and which, contractors are now working on it? 

g. To whom did the staff and contractors report? 

h. To whom do the staff and contractors now report? 

i. Under what legal authority is the IRS moving forward with converting to a Real Time Tax 
System? 

Response: The IRS is not pursuing a real time tax system to create a pre-filled or simple 
tax return program. 

Since former Commissioner Shulman first spoke publically about his vision for real time 
tax in April 201 1, we have explored the concept of earlier and more intelligent matching 
of available data to income tax returns filed by taxpayers to improve our current filing 
process for the benefit of taxpayers and compliance efficiency. 

The Deputy Chief Information Officer, Strategy and Modernization; the Deputy 
Commissioner of the Wage and Investment Division; and the Director of Wage and 
Investment Business Modernization Office have led the ad hoc, real time tax core team. 
The team consisted of approximately ten employees at any one time that developed and 
refined a working vision statement and identified a preliminary set of business focus 
areas. Contractor support was provided by Booz Allen Hamilton (and their subcontractor 
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Oliver Wyman), and Accenture. The contract costs to date have been approximately 
$3,54 million. 

There is no current plan to implement a real time tax matching process. A small IRS ad 
hoc team continues to explore the real time tax vision. Contractors are no longer working 
on the effort. 
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Questions for the Record Submitted by Congresswoman Jaime Herrera 

Beutler 


Identifying the Responsible Parties 

Our Committee is charged with ensuring that the IRS makes proper and efficacious use of the 
funds appropriated for its operation. It is clear that for some period of time, funds have not been 
well spent when it comes to the service the American people have received from the IRS' tax- 
exempt division. 

We now all know that the front-line personnel in this unit dating back to early 20 1 0 used what 
the IG stated are “improper” criteria. They used these improper criteria to single out for 
questioning unrelated to the relevant legal standards conservative groups for a period of about 
two years. 


It is also clear that from the lowest level IRS employees in the tax exempt division to the highest 
levels of your Agency there is an inability to say who is personally responsible. IRS officials 
have been quoted in the press as saying there were “two rogue employees” w'ho were “off the 
reservation” and employees were allegedly disciplined, but the IRS yet to provide the names of 
responsible parties to Congress. 

Question: Do you today have the names of the individual IRS employees responsible for what 
has occurred? 

Question: When can we expect that you will provide to us the names of all the individuals that 
you deem personally responsible for the improper conduct uncovered to date? 

Question: How do you envision meeting the imperative of holding the responsible parties 
accountable if you never identify them? 

Response; To properly determine accountability for the activities that formed the basis 
for TIGTA’s findings, it is necessary to review what are vast quantities of documents in 
order to identify the relevant ones. We are engaged in that effort and are producing that 
material to Congress as quickly as we can. In addition, an accountability inquiry is 
typically aided by interviews of the potentially responsible individuals. Currently, 
several congres-sional committees are conducting these interviews, as is TIGTA and the 
Department of Justice, TIGTA and the Department of Justice have asked the IRS not to 
conduct such interviews in order to enable them to conduct their investigation properly. 

In addition, I have established an Accountability Review Board to assist in sorting 
through the documentary record related to the issues identified in the TIGTA Audit, The 
Board is sorting throngh doenments and will yield recommendations for personnel 
actions on a case-by-case basis. It is important to reach closure on these personnel actions 
in a timely fashion. The Board will initially assist in determining any appropriate 
disciplinary action for executives. It will also assist in identifying any further personnel 
actions that may be appropriate for other individuals who participated in these activities. 
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Question: What steps have you personally undertaken to identify the names of the responsible 
parties at every' level? 

Response: I have established an Accountability Review Board to sort through the record 
related to the issues identified in the TIGTA Audit and provide recommendations on 
potential disciplinary action. 


Independent Audit 

Because of this latest scandal, America’s trust in your Agency has been shaken to its core. 

Question: Do you agree that to help restore America's trust, the IRS should have an 
outside/independent firm audit of your accounts and programs to ensure there are no other 
fraudulent activities happening within your Agency? 

Response: To be clear, at this point we have not found evidence of intentional 
wrongdoing by IRS personnel, including finding no evidence of fraud. More broadly, all 
current indications are that the sort of political activity analysis, ambiguity, and 
subjective utilization of criteria that TIGTA identified in its recent report does not occur 
elsewhere in the IRS. Whether in the divisions of Wage and Investment, Small Business / 
Self-Employed, or Large Business and International (our other major business units), 
there is no current evidence that our selection criteria is applied inappropriately. The 
selection criteria are constantly reviewed and adjusted based on extensive data collection 
and analysis, with the intent to yield the highest return on our enforcement dollars. 

Despite these conclusions, the nature of the problems identified in the tax exempt 
application process, coupled with the concerns raised by taxpayers, warrants a review of 
certain process controls within the IRS, To this end, the new Chief Risk Officer at the 
IRS is currently conducting a comprehensive, agency-wide review of our compliance 
selection criteria, encompassing all business units acros.s the IRS. 

Trust 

The targeting of specific organizations is a clear abuse of the IRS's power for political ends. 

Question: Why should we enact reforms that expand the agency's power in light of these events? 

Response: Without commenting on potential Congressional tax reform proposals, the 
IRS is administratively undertaking reforms to restore the taxpayer's trust in our 
institution. Staff at the IRS, and particularly those in positions of leadership and decision- 
making, must be worthy of the public’s trust and must behave consistent with our 
Mission Statement of operating with “integrity and fairness for all.” The vast majority of 
IRS management and staff live up to this high standard. However, those w'ho neglect this 
duty and cannot demonstrate the ability to hold the public’s trust must be held 
accountable for their actions. As noted in the 30-day report, "Charting a Path Forward at 
the IRS: Initial Assessment and Plan of Action, " the IRS has installed new leadership at 
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all five levels of the senior executive managerial chain that had responsibility over the 
activities identified in the TIGTA report. More broadly, the report outlines 
comprehensive corrective actions the IRS is currently taking to address the problems with 
IRS review of tax exempt applications, and a forward-looking assessment to identify 
ways to improve IRS operations. 

Question: Rather, shouldn’t we put our focus on greater protection for the American taxpayers 
and their private information? 

Response: The IRS takes its responsibilities in protecting taxpayer information 
seriously. Specifically, outside of narrow exceptions set in statute, section 6103 of the 
Internal Revenue Code prohibits the IRS from sharing tax return data with anyone 
outside the agency. That .section of the Code is rigorously enforced with administrative 
and criminal penalties. 

To the extent that Congress is considering strengthening these protections, the IRS will 
provide comments on how those proposed changes would be administered. 

The relationship between the IRS and taxpayers is built on trust. The American people no longer 
have any faith that you can do your jobs right. 

Question: Doesn't this illustrate the importance of maintaining a voluntary tax compliance 
system, as opposed to expanding the IRS' power so they ean send tax bills to Taxpayers that will 
inevitably be riddled with errors and inaccuracies? 

Respon.se: Our nation’s tax system relies on voluntary compliance, and thus we agree 
that encouraging voluntary compliance is of the utmost importance. The IRS Mission 
Statement is: To provide America’s taxpayers top quality service by helping them 
understand and meet their tax responsibilities and enforce the law with integrity and 
fairness to all. The IRS is committed fulfilling this mission. 

Social Media 

Question: Do you believe that the IRS should be able to access information from taxpayers’ 
emails or other social media, such as Facebook and Twitter, or other online activity to mine 
additional information about taxpayer? 

Response: In the criminal context, the ability of IRS Special Agents and other criminal 
investigators to obtain disclosure of emails and other electronic communications from 
third parties is governed by Title II of the Electronic Communications Privacy Act 
(ECPA), 18 U.S.C., §§ 2701 through 2712, which sets forth the legal parameters for 
seeking disclosure of stored customer communications from electronic communications 
service providers and remote computing service providers. As a matter of internal 
procedures, rather than statute, the IRS has imposed limitations in the way IRS 
employees may access taxpayer email communications. Policy Statement 4-120 was 
signed in May 2013 making it clear that the IRS will follow the holding in United States 
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V. Warshak, 631 F.3d 266 (6th Cir 2010) in all judicial circuits. This means that the IRS 
will obtain a search warrant in all criminal cases when seeking from an internet service 
provider (ISP) the content of email communications stored by the ISP. In such instances, 
search warrants will be obtained with the assistance of the U.S. Department of Justice, 
consistent with all applicable federal laws and regulations. Furthermore, as with all 
criminal investigative methods used by IRS Special Agents, careful consideration is 
given to protecting the rights and privacy of individuals when determining whether or not 
to seek a search warrant. 

By contrast, the IRS will not seek the content of email communications from an ISP in 
any IRS civil administrative proceeding. There are, however, specific situations in 
ongoing civil examinations or investigations in which the IRS can and does request the 
content of emails directly from the author or recipient of the email communication. For 
example, in individual examinations, the IRS may request that taxpayers under 
examination provide their own supporting information, which may include electronic 
records, .such as emails. In addition, IRS examinations sometimes lead to civil litigation. 
In those circumstances, the federal court discovery rules specifically provide that parties 
may seek electronic records. In both situations, the taxpayer is aware of the information 
request, has all the rights and protections afforded under the law, and may challenge any 
such request in court. 

With respect to access and review of social media and other online activity, the IRS is 
currently in the proce.ss of reviewing and updating, as appropriate, its policies on the use 
of social media, including Facebook and Twitter, and the internet with the aim of 
protecting taxpayer privacy and the constitutional rights of all Americans. As a part of 
this process, the IRS is considering what limitation, if any, should be placed on the use of 
publically-available information on the internet, including publically-available social 
media information, by the IRS in an ongoing civil examination or collection action. For 
example, what limitations should apply, if any, to an IRS employee using a popular 
internet search engine in an attempt to locate a taxpayer. The IRS is not considering the 
use of non-public information (such as private online .social media profiles) in these types 
of actions. 

Question: In what scenarios do you believe it would be acceptable to look at a taxpayers 

Facebook account? 

Response: As noted above, the IRS is currently in the process of reviewing and updating 
its policies on the use of social media. Specifically, the IRS is considering what 
limitations, if any, should be placed on the use of publicly-available social media 
information in a civil examination or collection action. .Any new internal procedures 
would be made public. The IRS is not considering the use of non-public information 
(such as private online social media profiles) in these types of actions. 

In the criminal context, the statutory authority for IRS Special Agents to conduct law 
enforcement activities is provided by 26 U.S.C. § 7608, As with any law enforcement 
operation, the facts and circumstances dictate the appropriate method and means to 
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conduct the investigation. IRS Special Agents follow all relevant statutes, case holdings, 
policies and guidelines when seeking to obtain such information. 

Question: Does the IRS have the right to look at American taxpayers’ accounts regardless of 
their privacy settings? 


Response: To the extent your question is about accessing a taxpayer’s non-public social 
media account, e.g., a profile that can be viewed only after iog-in, as stated above, the 
IRS is not considering the use of this information in civil examination or collection 
actions. 

As noted above, with respect to criminal investigations, the facts and circumstances 
dictate the appropriate method and means to conduct the investigation. In the case of 
social media accounts, the determination of which investigative tool is appropriate wall 
depend on applicable legal precedent, as well as the facts and circumstances associated 
with the account, which may include the nature of the information sought (e.g., whether 
subscriber information or content) and the privacy setting. 

Question; Do you believe American taxpayers should be required to provide any account 

information or details about their individual social media accounts? 

Resnonse: As a general matter, it is well-established that the IRS may request 
information from taxpayers voluntarily. See 26 U.S.C 7601 (authorizing the Secretary of 
the Treasury to inquire into taxpayers' tax liability). For example, in individual 
examinations, the IRS may request that taxpayers under examination provide their own 
supporting information, which may include electronic records. In addition, the Electronic 
Communications Privacy Act and the Stored Communications Act also contemplates 
ways in which a governmental entity may obtain non-content information from electronic 
service providers and remote computing service providers. 

Question; What processes docs the IRS have to obtain other private information from third-party 

records that cannot be obtained by a law enforcement agency unless a search warrant is issued? 

Response: To the extent your question is about the IRS' authority to obtain information 
from a third party, section 7602 of the Internal Revenue Code authorizes the IRS to issue 
an administrative summons to a third-party to obtain information in certain 
circumstances. There are statutory 2 md regulatory restrictions on the use of this authority 
and the procedures that must be followed - for example, the taxpayer must receive a 
notice of the third party summons and has the legal right to file a petition seeking to 
quash the summons. And, as previously stated, the IRS issued a policy statement making 
it clear that it will not seek the content of email communications from ISPs without first 
obtaining a search warrant and it will only do ,so in criminal investigations. 

Additionally, during the course of civil litigation, the Federal Rules of Civil Procedure 
expressly provide that parties may seek electronic records through discovery requests or 
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from third parties. In this situation, the taxpayer is aware of the request, has all the rights 
and protections afforded under the law, and may challenge any such request. 

Question: What technology does the Internal Revenue Service use to gather information from a 
taxpayers’ email accounts, social media use, or other online activity? 

Response: The IRS does not use any special or unique technology that would enable 
them to obtain information from a taxpayers’ email account, social media account, or that 
would enable them to monitor a taxpayer’s internet activity. Instead, information from 
taxpayers and third parties is sought by the methods described above. 

Question; Further, do you believe that the IRS should discontinue acquiring information from 
social media accounts or other online activity until you familiarize yourself with the existing 
practices and technology that the IRS uses? 

Response: Although the IRS is reviewing and updating its policies on this issue 
particularly in light of increased use of the internet and social media, the rapid changes in 
technology, and the evolving body of law, I believe the IRS is on the correct path in 
balancing taxpayer privacy and the need to enforce our nation’s tax laws. 

Question: Will the IRS provide a timely report detailing the policy and procedures the IRS used 
prior to enactment to search taxpayer emails, or other social media activity? Include when it 
believes it must obtain a search warrant and when it does not; the policy for searching and 
reviewing taxpayer social media profiles and online activity; and how many taxpayers were 
subject to these searches with and without a search warrant for criminal and civil investigations. 

Response: Wc are not clear as to which enacted law you refer, but note that IRS' policy 
and procedures regarding taxpayer emails and the use of social media, as discussed 
above, and as developed to-date, are publically available at irs.gov. 
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ARTICLES 17-18 


National Agreement il internal Revenue Serv-ce ano National Treasury Errsployees Union 


met the creditable service requirements for the within- 
grade waiting period in accordance with 5 CFR 531.405 
and 531.406. 


Article 13 | Awards 

Section 1 

General 

A. Performance Awards {that is monetary awards earned 
as a result of an employee's annual performance 
rating); Time Off Awards; Special Act, including 
Manager's Awards; Honorary; Suggestion; and 
Invention Awards; and Quality Step Increases (QSl) are 
granted by the Employer on the basis of merit, and 
within applicable budget limitations, to individuals or 
groups, 

1. The Employer has determined that it will 
distribute 1.75% of total annual bargaining 
unit salary pursuant to the NTEU-IR5 Contract 
Award program discussed below. ‘Total annual 
bargaining unit salary” will be determined by 
the total prior fiscal year actual salary cost {base 
+ locality) of bargaining unit employees not 
covered by incentive pay or gainsharing, adjusted 
for subsequent !ncrea.ses in Government-wide 
civilian pay raise adjustments, if any. However, if 
any employee covered by incentive pay becomes 
eligible and receives a performance award, their 
salary during their time in which the eligibility was 
established will be included. 

2. The bargaining unit awards funding will be 

allocated first to Bilingual Awards and other 
awards required to be paid under negotiated 
provisions. After this allocation, the remaining 
funds will be distributed as follows: ninety percent 
(90%) to performance awards agreement, and 
ten percent (10%) to other discretionary awards 
for bargaining unit employees. 

3. Should the Employer determine to change 
the budget for the bargaining unit award poo! 
described in subsection 1A1 above, or the non- 
supervisory NBU award pool, it shall give the 
Union formal notification, at least sixty (60) days in 
advance of its intention to do so. Upon such notice, 
either party, as an exception to the provisions of 
Article 54 (Duration and Termination), may reopen 
this Article to negotiate the implementation and 
impact of the Employer's proposed change. Such 
negotiations shall be conducted in accordance 
with the provisions of Article 47, Section 6. 

B, The Employer will provide the Union data on awards 
pools in Excel format at least ten (10) workdays 
before issuance of the awards reflecting the following 
individual information: 


1. A complete listing of all eligible bargaining unit 
members by name, which includes NTEU chapter, 
award pool identification information, award 
status, award amount, time off hours, number 
of award shares earned, salary, grade, step, 
current annual salary rate (base -t- locality), award 
share value, award qualifying average CJE score, 
employee's average CJE score, rating, effective 
date, time spent in a BU position, and incentive 
pay indicator. 

2. The following summary information: award pool 
ID code, NTEU chapter and name; qualifying 
average critical job element score (cut-off score) 
for an award in that pool; award share value for 
that award pool; the numberof eligible employees 
In the award pool; the number of those employees 
who received awards; the number of those 
employees who received awards in the award 
pool divided by the number of eligible employees 
in that award pool (this reflects the impact of ties 
for ail employees having the qualifying average 
critics! job element score). 

3. The Union will also receive an annua! report on 
non-unit salaries for each non-unit award pool for 
the comparative period and award amounts for 
each non-unit award pool, 

C. Performance awards will not be granted to employees 
covered by the Incentive Pay System. Amounts paid 
to employees under this system will not be part of the 
computation described in the National Performance 
Awards Agreement (NPAA). Employees wii! be 
eligible, however, for performance awards under this 
Agreement for any period(s} of time that they are not 
covered by the Incentive Pay System. 

D. The fact that an employee is the subject of a conduct 
investigation or has been the subject of a disciplinary 
action during the rating period will not preclude a 
performance award that would otherwise be granted 
unless such preclusion is necessary to protect the 
integrity of the Service. The merits of the Employer's 
decision to withhold an award are subject to the 
negotiated grievance procedure. 

Section 2 

IHS-NTEU Contract Awards Program 

A. 1. Awards granted under this section will be 
known as awards under the "IRS-NTEU National 
Performance Awards Agreement," and this 
designation will be noted on award certificates, 
as well as any other letters or memoranda given 
to employees in connection with these awards. 
If the Employer decides to issue letters, the 
appropriate NTEU Chapter President wii! be given 
the opportunity to co-sign the letters, Pursuant to 
that agreement, all employees who are otherwise 
eligible (including those with tied CJE scores) shall 
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be granted a monetary award. 

2. Subject to the prorating provisions of the NPAA, 
the minimum performance award Is $500. The 
maximum performance award is $3500. 

3. Employees with an average CJE score lower than 
3.4 will not be eligible for a performance award. 

4. Employees with fewer than twelve (1 2) continuous 
months on IRS roils as of the last day of the last 
pay period that ends on or before June 30 are not 
eligible for a performance award. 

5. The parties agree that the NPAA, including 
addendums, as modified by this Agreement, will 
remain in force during the term of this Agreement 
and will roll over to a successor National 
Agreement subject to the provisions of Article 54. 

B. QSIs 

1. The Employer has determined, consistent with 
its discretion under applicable regulations and 
the settlement agreement between the parlies 
dated February 24, 2009, that a target QSi award 
rate will be established often percent {10%) of 
eligible permanent bargaining unit employees for 
each fiscal year beginning during the term of this 
Agreement Employees will be considered eligible 
fora cash award or QSI, if they: 

(a) are a.ssigned an outstanding annual 
performance rating {rating of record) for 
any rating period ending on or after the 
implementation date of this Agreement; 

(b) were assigned an outstanding annual 
performance rating (rating of record) in at least 
two (2) of the three (3) immediately preceding 
rating periods; 

(c) served at least three (3) years at the full 
performance/journey level or above in their 
current position with the IRS; 

(d) have not received a QSi or cash award in lieu 
thereof within the previous 156 calendar 
weeks; 

{e)are not serving under a temporary or time 
limited appointment; 

(f) are serving under the GS, GM or GL pay plans; 
and 

(g) are not compensated under the Wage and 
Investment Submission Processing incentive 
pay or gainsharing programs. 

2. An eniployee, who has been approved for a QSI, 
may choose a cash award instead of the QSI, which 
shall be in the amount of three percent (3%) of the 
employee's base salary, including locality pay. In 
this regard, an employee at Step 10 of the General 
Schedule is ineligible for a QSI; accordingly, where 
such an employee would have been approved 
for a QSI but for this ineligibility, the employee 


will receive a cash award of three percent (3%) 
of the employee’s base salary, including locality 
pay. For purposes of calculating QSi participation 
rates, such conversions as described herein shall 
be treated as if the employee had received a QSf. 

3. By December of each year, the Employer will 
provide the Union at the national level with 
the QSI percentage reached in the preceding 
fiscal year. This percentage will be calculated by 
dividing the number of permanent bargaining 
unit employees as of the end of pay period 19 of 
the current calendar year who received a QS! or 
cash award in lieu thereof since the end of pay 
period 19 of the prior calendar year by the total 
number of permanent bargaining unit employees 
on rolls as of the end of pay period 1 9 of the 
current calendar year. 

4. If the total percentage of permanent employees 
that actually receives a QSI or cash award is less 
than nine percent (9%) or more than eleven 
percent (11%) in any fiscal year, either party may 
reopen this subsection of the Agreement. 

C. No employee with an overall rating of Minimally 
Successful or lower is eligible for a performance award. 

D. 1. A Joint committee will convene for the purpose 

of conducting two (2) simulations. The purpose 
of the simulations will be to simplify the existing 
award pool configuration. Pools known as 
"Appendix A Pools" from the NPAA will be broken 
down into sub-pools by major IRS occupations, 
"Major occupation" Is defined as an occupational 
series within each "Appendix A Pool," with a large 
number of employee assigned to that series, 
Those employees, not in a major occupation as 
defined above, will be grouped together In a "Rest 
of the Unit" poo! and divided into the following 
sub-groups: 

(a)GS-6and below; or 
fb)GS7, 8, 9, 10 and 11; or 
(c)GS 12 and above. 

2. The committee will be comprised of two (2) 
management representatives and two (2) 
employees representing the Union. Additional 
advisors from the national offices of both parties 
may also participate. 

3, The results of these simulations will be provided 
to the parties within sixty (60) days of completion. 

E. For employees converted to a bargaining unit position 
as a result of a Unit Clarification Petition (UCP), the 
following will apply: 

1, If the employee was evaluated using CJEs on 
the NBU position, the employee will continue to 
receive annual appraisals consi-stent with Exhibits 
12-1 or 12-2 of this Agreement and awards with 
the NPAA. 
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2, If the employee was not evaluated using CJEs, and 
received appraisals on an annual rating period 
starting on October 1 each year, the employee will 
receive a BU performance award as follows: 

(a) In the award year of the conversion, if the 
employee does not receive a rating of record 
prior to the cut-off date for bargaining 
unit awards, has worked at least sixty (60) 
days on the bargaining unit position and is 
otherwise eligible, the employee will receive a 
performance award. In this case, the supervisor 
or designee will issue an ad hoc appraisal to 
determine award eligibility and the award will 
not be prorated. 

(b) If the employee receives a rating of record that 
qualifies for a performance award prior to the 
award cut-off date and is otherwise eligible, 
the award will not be prorated. 

3. Funding for the additional award amounts will be 
drawn from the ninety percent (90%) allocation for 
performance awards consistent with subsection 
1 A2 above. 

F. The Employer will advise the Union in advance if the 
Employer elects to hold an official award ceremony. 

G. For employees who will otherwise be receiving an 
award under the NPAA and who meet one of the 
criteria below, the Employer will calculate their 
performance award at the grade level of the higher- 
graded duties performed by the employee. 

1. The employee was not eligible for a temporary 
promotion, but performed higher-graded work 
for twenty-five percent (25%) or more of his or her 
direct time for at least four (4) consecutive months 
during the rating period: or 

2. The employee received a non-competitive 
temporary promotion for the maximum of 120 
days in a year (or for 180 days under the 0PM 
exception for Campuses), but continued to 
perform higher-graded duties for twenty-five 
percent (25%) or more of his or her direct time 
for at least sixty (60) consecutive days during the 
remainder of the rating period, 

Employees are encouraged to notify their supervisor if they 
know that they performed higher-graded duties during 
their rating period, indicate what percentage of their direct 
time was at the higher grade and note the grade level of 
that work they believe is proper. 

Section 3 
Other Awards 

A. Such awards will be made by the Employer In 
accordance with the provisions of !RM 6.451.1., unless 
modified by the provisions of this Article. 

B, Managers are encouraged to utilize the provisions of 
iRM 6.451,1 to motivate and reward employees. 


C. The maximum amount for a Manager's Award 
will be no higher than the minimum amount for a 
performance award. 

D. The Employer and the Union agree that employees' 
suggestions to improve work processes and working 
conditions provide a valuable and unique source of 
ideas which can greatly increase the efficiency of the 
Service and/or employee morale. In accordance with 
the Parties' 2001 Suggestion Program Memorandum of 
Understanding and applicable law, rule and regulation, 
an employee who has a suggestion adopted by the 
Employer will receive twenty-five percent (25%) of 
the tangible first-year savings resulting from that 
suggestion, as well as additional monetary and non- 
monetary benefits, as provided by the memorandum 
of understanding. NTEU at the national level wii! be 
sent quarterly reports showing the date a suggestion 
was submitted, the name of the suggesting employee, 
the organizational unit to whom the employee is 
assigned, and a designation of a case as overage. 

E. Non-monetary awards will be given to employees at 
the option of supervisors consistent with the policies 
established by the Employer. 

Section 4 

Time Off As Incentive Award 

A. The purpose of the iRS/NTEU Time Off Award is to 
increase employee productivity and creativity by 
rewarding their contributions to the quality, efficiency, 
or economy of Government operations. The award is 
also intended to increase the quality of work life For 
all employees, as well a.s encourage and recognize 
one time, non-recurring accomplishments above or 
beyond normal Job requirements. 

B. It is within the Employer's sole discretion to offer 
time off in lieu of cash to an employee. The Employer 
agrees to grant time off to bargaining unit employees 
on the basis of their performance, in a fair, consistent, 
and objective manner without discrimination. 
However, where an employee requests time off in 
lieu of an award, the Employer will normally grant the 
request absent workload demands. If granted, the 
scheduling and use of time off shall be subject to the 
same approval process as is used for annua! leave as 
set forth in Article 32 ofthis Agreement. 

C. A Time Off Award (TOA) provides an employee with 
an excused absence without charge to leave or loss 
of pay. AH bargaining unit employees shall be eligible 
for such TOAs unless the employee is or was on a leave 
restriction letter within the (12) months prior to the 
effective date of the award. 

D. During any single leave year, employees may be 
granted up to the average total number of hours that 
such an employee works during a biweekly scheduled 
tour of duty. For example, a full time employee is 
eligible for a total of eighty (80) hours of time off; and 



351 


National Agreement ii ’nternal ‘'lever.ue Servrce and Nation^ Treasury Bripicyees Union 


ARTICLES 18-19 


a part-time employee working an average biweekly 
schedule of sixty-four (64} hours is eligible for a total 
of sixty-four (64) hours of time off. 

E. To encourage the use of TOAs for timely recognition 
of an employee's contribution, the Employer has 
determined that supervisors may grant up to eight 
(8) hours of time off without higher level review or 
approval 

F. The minimum amount of time offfor any contribution 
shall be one{1) hour. The maximum TO A for any single 
contribution shall be forty (40) hours for a full time 
employee. A part-time employee will be granted a 
TOA not to exceed his or her weekly work schedule. 

G. A TOA may be used in single blocks of time or in 
one (1) hour increments, subject to approval by the 
Employer. 

H. A TOA must be scheduled and used within one (1) 
year from the effective date of the award or it will 
be forfeited. TOAs should be scheduled so as not to 
conflict with use of "use or lose" annual leave. When 
physical incapacitation for duty occurs during a period 
of time when an employee is using his/her TOA, sick 
leave wili be granted for the period of incapacitation 
and the TOA wili be scheduled at another time. 

I. TOAs in this subsection can be granted for any type of 
monetary award provided for in this Article. The value 
of any such accomplishment must exceed the cost of 
labor and the value of work which would have been 
performed during the employee's absence. 

J. Time off under this provision shall be calculated by 
dividing the employee's hourly rate, to the nearest 
dollar, into the recommended award amount and 
rounding-off to the nearest whole hour provided that 
the time does not exceed the maximum time allowed 
for a given contribution per subsection 4F, 

K. The monetary equivalent of the TOA (as determined 
solely by the hourly wage of the employee during 
the time off) will be charged back to the appropriate 
awards budget. 

L. The receipt of a TOA does not prevent an employee 
from receiving any other Cash or incentive Award and 
receiving prior Cash or Incentive Awards does not 
prevent granting a TOA. 

Section 5 

Bilingual Awards 

A. Employees, who on a regular basis, rather than 
occasionally: 

1. utilize their bilingual skills; 

2. whose performance is currently rated at least fully 
successful; and 

3. who are not otherwise compensated through a 
Performance Award or Superior Accomplishment 
Award based on the use of their bilingual skill shall 
receive a Special Act Award of $350. 


4. Employees will be eligible to receive one (1 ) such 
award per calendar year. 

B. 1. The Employer has determined that Bilingual 
Awards shall be paid out of the performance 
awards budget established by the Employer 
in accordance with subsection 1A2 above. The 
provisions of subsection 5 A above shall terminate 
upon approval and implementation of a Foreign 
Language Proficiency Pay Demonstration Project, 
including any negotiations required by law, 

2. If a Foreign Language Proficiency Pay 
Demonstration Project is not implemented by 
the Employer within one (i) year of the effective 
date of the Agreement, either party may reopen 
subsection 5A above. 

Section 6 

Incentive Pay and Gainsharing Programs 

The Incentive Pay and Gainsharing Programs will be 
administered consistent with the Memorandum of 
Understanding between the parties dated March 20, 
2009. 


Arltcie 19 | Reduction in Force and 
Mitigation Strategies 

Section 1 

Purpose and Definitions 

A. This Article wili apply to reductions in force (RIF) 
conducted by the Service. The provisions are an effort 
to: 

1. avoid the need for a R!F; 

2. mitigate the impact of any RIF decision on the 
employees; 

3. reduce the number of employees who would 
be involuntarily separated, downgraded, or 
otherwise impacted; 

4. retain employees who have institutional 
knowledge of the Service; 

5. establish procedures that will be used by the 
Employer to implement a RIF; and 

6. establish procedures for any expedited bargaining 
in connection with a reorganization associated 
with a RIF. 

B. Pursuant to 5 CFR 351.201, a RIF is the release of a 
competing employee from his/her competitive level 
by furlough for more than thirty (30) days, separation, 
demotion, or reassignment requiring displacement, 
when the release is required because of a lack of 
work, shortage of funds, insufficient personnel 
ceiling, reorganization, the exercise of reemployment 
or restoration rights, or reclassification of an 
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FY 2013 Organization Chart 
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FY 2013 Enacted (less ResctsKon and Sequestration} direct funding; does not include workers compensation. 
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CHtEF RISK OFFICER and SENIOR ADVISOR TO COMMISSIONER 

ES-340 


Introduction 

The Senior Advisor to the Commissioner will serve as a counselor on a variety of matters 
of concern for the Commissioner's office, both internal-facing and external-facing. 
Specifically, the Senior Advisor will conduct analysis of the internal operations of IRS to 
ensure that appropriate processes and procedures are in place to ensure the integrity of 
IRS operations. Furthermore, as the agency’s Chief Risk Officer, the Senior Advisor will 
review the internal controls currently in place in areas such as financial management, 
audit, procurement, and performance assessment, and provide advice to the 
Commissioner on any necessary policy changes. Accordingly, the Senior Advisor must be 
an individual with a strong background in financial management and internal controls, as 
well as experience operating complex government organizations. 


Major Duties 

Acts as the Commissioner's delegate, as necessary, exercising independent decision 
making authority. 

Manages and develops a comprehensive process for assessing, identifying, monitoring 
and mitigating pertinent business risks that could interfere with the IRS’s objectives and 
goals. 

Ensures that the IRS's business practices are in substantial compliance with its internal 
operating policies and procedures and any external legal, regulatory or contractual 
requirements. 

Creates/modifies processes for proactively assessing, identifying, monitoring and 
preventing business risks to protect the organization from risks that could undermine the 
integrity of tax administration, interfere and mitigate risk where it Is avoidable, and 
implements these processes to keep the organization in compliance with its legal, 
regulatory and contractual obligations. 

Stays abreast of a broad range of developments, policy considerations, legislative 
proposals, legal matters, trends, and the internal climate to factor into policies and 
programs as they are developed or to change existing ones. 

Provides advice and consultation to other IRS Division Commissioners, Chiefs, and Field 
Directors to ensure comprehensive and integrated programs are developed and deployed. 
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Provides guidance to the Chief Counsel's staff on procedural and technical guidance 
impacting efforts and affected taxpayers in selected matters. 

Acts on behalf of the Commissioner in Service-wide efforts to enforce the mission of the 
IRS regulations and procedures, and to address deficient areas of the organization, 
requiring extensive meetings and contacts with Treasury officials, congressional staffs, 
etc. 

Level of Difficulty 

The incumbent works under the direction of the Commissioner who provides overall policy 
guidance and Is available for consultation on issues involving unusually sensitive or 
controversial matters. The incumbent makes operating decisions in carrying out the 
responsibilities placed on the position. The incumbent is delegated broad authority for the 
exercise of independent judgment in the planning, direction, and management of the 
professional work of the office. 

Assignment 

The management ability and decisions of the incumbent have a major impact on the 
success of business operations. The Senior Advisor/Chief Risk Officer activities have 
significant Service-wide impacts, and the highest-level agency program activities may 
depend on their accuracy and effectiveness. The incumbent must have strong influence 
with the professional community and provide executive leadership and technical expertise 
in critical areas of the IRS for administering and enforcing statutes and regulations 
governing business practices for the IRS. This includes ensuring the organization is 
effective and establishing key expectations for staff, as well as providing training and 
focus to deliver the new objectives and vision set by the Commissioner. 

Communications 

Contacts are with the Commissioner, Deputy Commissioners, Treasury Officials, Division 
Commissioners, Unit Directors, Chief Counsel, IRS field, Headquarters officials, and 
members of Congress, and other government agencies. In addition, regular and 
substantial contacts include leaders of tax professional organizations, as well as vendors, 
and financial officers of companies with whom IRS does business. 

The purpose of the contacts is to discuss policy, plan strategy, define objectives, evaluate 
operations, obtain or exchange information, request or provide assistance, and convince 
and persuade in regard to highly complex tax and legal Issues. 
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Executive Core Qualifications 
Mandatory 

Leading Change - Ability to bring about strategic change, both within and outside the 
organization, to meet organizational goals. Ability to establish an organizational vision and 
to implement it in a continuously changing environment. 

Leading People - Ability to lead people toward meeting the organization's vision, mission, 
and goals. Ability to provide an inclusive workplace that fosters the development of 
others, facilitates cooperation and teamwork, and supports constructive resolution of 
conflicts. 

Results Driven - Ability to meet organizational goals and customer expectations. Ability 
to make decisions that produce high-quality results by applying technical knowledge, 
analyzing problems, and calculating risks. 

Business Acumen - Ability to manage human, financial, and information resources 
strategically. 

Building Coalitions - Ability to build coalitions internally and with other Federal agencies, 
State and local governments, nonprofit and private sector organizations, foreign 
governments, or international organizations to achieve goals. 


Technical Qualifications 
Essential 

Must have a strong financial management and institutional controls background. 

Knowledge of practices and principals of risk management and possess sound judgment 
and have a unique ability to solve problems. 

Excellent interpersonal skills, as well as strong communication skills to portray tax 
administration plans, policies, and programs in an appropriate manner. 

Knowledge of congressional structure and the working of congressional Committees and 
government oversight and skill in dealing with high-level officials on policy and 
controversial matters. 
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4/22/05 Lakes Area Revenue Agent <RA) CPE TEGE $53,412 









































































AWSS S45,S20 64 Wyndam Hotel Dallas. TX 

Cl $41,786 73 The Chattanoogan Hotel Chattanooga, TN 

RAS $40,771 60 Hotel Washington Austin, TX 
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Re-opening of Termination of Returned, Post 

Month A'ear Amendment Initial FTE Case Exempt Status Review Grand Total 

January-09 3 6 4 123 

Februarv-09 1 m 7 3 174 

March-09 3 169 13 6 191 
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HCO Response to Questions For the Record House FSGG June 2013 


Provided on 8/14/13 
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Linda Stiff 
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Dora Ann Trevino 
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Chairman Crenshaw, Ranking Member Serrano and distinguished members of the 
Subcommittee, I would like to thank you for allowing me to provide comments on the impact 
that recent budget cuts and sequestration have had on the Internal Revenue Service (IRS). As 
President of the National Treasury Employees Union (NTEU), I have the honor of representing 
over 150,000 federal workers in 31 agencies, including the men and women at the IRS. 

Mr. Chairman, despite the critical role that the IRS plays in helping taxpayers meet their 
tax obligations and generating revenue to fund the federal government, the IRS’ ability to 
continue doing so has been severely challenged due to reduced funding in recent years and the 
cuts mandated by sequestration. 

Since FY 2011, the IRS budget has been reduced by almost $1 billion due to a cut of 
$305 million for FY 2012 and over $600 million under sequestration. These cuts have led to an 
ongoing hiring freeze at the IRS for the past several years and has strained its capacity to carry 
out its important taxpayer service and enforcement missions. In addition, the cuts mandated by 
sequestration will force the IRS to furlough all of its employees between 5 and 7 days. 

According to the IRS, the sequester cuts to operating expenses and furloughs of IRS 
employees will result in the inability of millions of taxpayers to get answers from IRS call 
centers and taxpayer assistance centers and will significantly delay IRS responses to taxpayer 
letters. The IRS previously aimounced the cuts would force it to complete fewer tax return 
reviews and would reduce its capacity to detect and prevent fraud, resulting in an inability to 
collect and protect billions of dollars in revenue annually. 

These devastating cuts come at a time when the IRS workforce is already facing a 
dramatically increasing workload with staffing levels down by 10,000 from two years ago, and 
more than 20 percent below what they were just 15 years ago. In 1995, the IRS had a staff of 
1 14,064 to administer the tax law, while today they have Just 90,500 to administer a much more 
complicated tax code and growing number of taxpayers. 

In the past few years, many experts in the tax community, including the IRS Oversight 
Board, IRS Advisory Council and the National Taxpayer Advocate have all warned of the 
dangers of underfunding the IRS. In her 2012 annual report to Congress, Taxpayer Advocate 
Nina Olson identified chronic underfunding of the IRS as one of the top problems facing the 
agency, noting the reductions to the IRS budget over the past two years and additional cuts under 
sequestration. The report noted that a lack of sufficient resources, coupled with a rising 
workload and increasingly complex tax code, was negatively impacting IRS’ ability to carry out 
its taxpayer service mission and assist efforts to reduce the federal deficit. 

In particular, her report noted that limited resources impede the agency’s ability to 
conduct education and outreach to taxpayers, particularly small business, and to enforce tax laws, 
all contributing to a growing gap between taxes owed and taxes paid. For example, she said, 
staffing levels at Taxpayer Assistance Centers (TACs) across the country were woefully 
inadequate, with taxpayers lining up to enter IRS offices well before those offices were even 
open and with some people being turned away. Inadequate staffing and availability of service at 
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TACs has long been a problem at the IRS and has previously been highlighted by the National 
Taxpayer Advocate as a serious problem disproportionately impacting the most vulnerable 
populations who use TACs most often, including low income taxpayers, those with language 
barriers, the elderly and the less educated. 

But Olson noted the problems were not confined to the 398 TACs. The agency’s ability 
to answer phone calls on a timely basis and to answer letters has also been sharply impeded. 
Olson noted that in FY 2012, the IRS was able to answer only 68 percent of the calls it received, 
with callers having to wait an average of 1 7 minutes on hold. In 2004, by contrast, the agency 
was able to answer 87 percent of all calls and the average wait time was 2 V 2 minutes. 

In addition to the adverse impact on taxpayer services, the Taxpayer Advocate also noted 
that the lack of adequate resources was also undermining IRS’ ability to effectively implement 
its enforcement and compliance initiatives, hampering its ability to maximize revenue collection 
and close the tax gap. Because of the IRS’ unique role in generating some 93 percent of federal 
revenue, Olson urged Congress to view providing sufficient resources for the IRS as an 
investment rather than an expense. 

Mr. Chairman, NTEU believes that in the current budgetary environment, it is critical that 
the IRS has the resources it needs to maximize taxpayer compliance, reduce the tax gap and 
generate critical revenue for the federal government. 

IRS’ ability to generate critical revenue necessary to reduce the federal deficit is clear. In 
FY 2012, on a budget of $1 1.8 billion, the IRS collected $2.52 trillion, roughly 93 percent of 
federal government receipts. This means that, for every $1 that Congress appropriated for the 
IRS, the IRS collected about $214 in return. 

However, reductions in enforcement funding in FY ’ 1 1 and FY ’ 1 2 have undermined 
IRS’ ability to maximize taxpayer compliance and bring in much needed federal revenue. In FY 
’12, the IRS generated $52 billion in enforcement revenue, down from $57.6 billion in FY ’10. 
The reduction in revenue can be partly attributed to a reduction in the total number of revenue 
officers (ROs) and revenue agents (RAs). Despite the critical role they play in maximizing 
taxpayer compliance and generating revenue, the total number of ROs and RAs was reduced by 
more than 1,500 between 201 1 and the end of 2012 and are down more than 20 percent since 
1995. 


The need for sufficient enforcement staffing is more important than ever. Last January 
the IRS released a new set of tax gap estimates for tax year 2006. The tax gap is defined as the 
amount of tax owed by taxpayers that is not paid on time and is the most comprehensive and up 
to date data that IRS has on noncompliance. According to the IRS, the amount of tax not timely 
paid is $450 billion, translating to a noncompliance rate of almost 17 percent. 

While the tax gap can never be completely eliminated, even an incremental reduction in 
the amount of unpaid taxes would provide critical resources for the federal government. At a 
time when Congress is debating painful choices of program cuts and tax increases to address the 
federal budget deficit, NTEU believes it makes sense to invest in one of the most effective deficit 
reduction tools: collecting revenue that is owed, but hasn’t yet been paid. 
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Mr. Chairman, thank you again for the opportunity to provide NTEU’s views on the 
impact of recent budget cuts and sequestration on the IRS. NTEU believes that only restoring 
critical funding for effective enforcement and taxpayer service programs can the IRS continue 
providing America's taxpayers with quality service while maximizing revenue collection that is 
critical to reducing the federal deficit. 
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Chairman Crenshaw, Ranking Member Serrano and Members of the 
Subcommittee: 

The Federal Bar Association expresses its strong support for the 
Federal Judiciary’s FY 2014 funding request and requests the inclusion of 
these comments into the record of the Subcommittee’s hearing. 

We take this opportunity to offer these comments because our 
membership of 16,000 attorneys represents a major constituency of the 
federal court system. A widespread majority of our members practice before 
the federal courts. They witness daily the need for adequate court funding to 
assure the fair and prompt administration of justice. Their clients, whether 
defendants or plaintiffs, rely upon the federal judicial system to preserve 
public safety, adjudicate disputes, and sustain commerce. 

We are deeply appreciative of the Subcommittee’s past support and 
ask for its continued vigilance to assure that the federal courts possess the 
necessary resources to fulfill their constitutional and statutory 
responsibilities as a co-equal branch of our government. 

We recognize the hard choices that the Congress and your 
Subcommittee must make in crafting the fiscal year 2014 budget. We join 
with all Americans in common concern for the need to assure a secure 
foundation for future prosperity. At the same time, we ask you to give equal 
consideration to the significant threats that deep budget cuts will continue to 
pose for America’s Judiciary and our federal courts. Already they are 
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laboring under a $350 million sequestration cut that went into effect on 
March 1. We are alarmed that this cut, even after emergency measures, 
could still result in up to 2,000 court employees being laid off or thousands 
facing furloughs for one day each pay period between now and September 
30. Furloughs at this level will represent a 10 percent pay cut for these 
dedicated employees. Moreover, sequestration staffing losses will come on 
top of the almost 9 percent decline in staff (over 1,800 probation officers and 
clerks’ office staff) that the courts have undergone since July 2011. The 
Judiciary does not have programs or grants available to cut in order to 
reduce its costs. Nor can it turn away the cases that arrive on its doorstep. 


In a March 5, 2013 letter to your subcommittee, U.S District Judge 
Thomas F. Hogan, Director of the Administrative Office of the U.S. Courts, 
succinctly described the most notable impact of sequestration for the federal 
courts; 

These budget reductions to the Judiciary will have serious 
implications for the administration of justice and the rule of 
law. Public safety will be impacted because there will be fewer 
probation officers to supervise criminal offenders released in 
our communities. Funding for drug testing and mental health 
treatment will be cut 20 percent. Delays in the processing of 
civil and bankruptcy cases could threaten economic recovery. 

There will be a 30 percent cut in funding for court security 
systems and equipment and court security officers will be 
required to work reduced hours, thus creating security 
vulnerabilities throughout the federal court system. In our 
defender services program, federal defender attorney staffing 
levels will decline, which could compromise the integrity of the 
defender function and delay payments to private attorneys 
appointed under the Criminal Justice Act for nearly three weeks 
in September. 
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These consequences should take into account the fact that total 
funding for the Judicial Branch in Fiscal Year 2012, which amoimted to 
$6.97 billion, represents a tiny portion of the total federal budget of $3.7 
trillion. This means that for every taxpayer dollar, only two-tenths of one 
penny went towards funding the entire co-equal third branch of our federal 
government. Yet funding at that level assures a judicial system that is 
second to none, as the Chief Justice noted in his recent year-end report. 
Those budgetary resources keep courts open, pay judges and staff, manage 
the criminal justice system, adjudicate civil disputes, and manage a national 
bankruptcy system. These functions are essential to the nation’s welfare and 
respect for the rule of law. 

There can be no dispute that significant spending reductions for the 
Judicial Branch of our government will harm the administration of justice 
and the ability of the federal courts to carry out their Constitutional mission. 
We urge you to find a way to overcome differences and agree on an 
appropriate approach to long-term deficit reduction, while at the same time 
assuring the Judicial Branch is able to perform its important Constitutional 
responsibilities. 

Thank you for your assistance in assuring that sufficient financial 
resources are devoted to the continuance of court operations that provide for 
the prompt delivery of justice. 
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